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FORESTRY LOAN ACT OF 1979 



tujeeluat, july 17, 1979 

House of Representatives, 
ScBCOMMTrrEEs ON Conservation and Credit and 

FOSESTS OF THE CqUUITTEE ON AoRICTTLTnitE, 

WasfUngton, D.C. 

The subcommittees met, pursuant to notice, at 10 ajn., in room 1301, 
IxHi^orth House Office Building, Hon. Jim Weaver (choirmaii of Urn 
Subranunittee on Forests) presidmg. 

Present : Representatives Jones of Tennessee, Huckaby, Hance, Be- 
dell, Harkin, Brown, Anthony, Coelho, Nolan, Johnson, Hopkins, and 
Marlenee. 

Staff present: Fowler C. West, staff director; Robert M. Bor, chief 
counsel; J. Robert Franks, associate counsel; Gary Norton; Glenda 
Tem^e, clerk; Nick Ashmore; Bernard Brenner; Robert Cashdollar; 
Rita Di Simone ; James Jones ; Peggy Thomson ; and Eleanor Walsh. 

Mr. Weaver. The Subcommittee on Forests and the Subcommittee on 
Conservation aJid Credit will come to order. 

We are here to hold hearings on H.E. 4718, the Forestry Loan Act of 
1979, introduced by Congressman Huckaby of Louisiana. 

[The bill, H.R. 4718 follows :] 
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H.R.4718 



IN THE HOUSE OF KEFRESENTATIYES 

JcLT 10, 1S79 
Mi. Hsckavt mrinJmjJ the (oDowing biil; wlndi «u nkmi n tbe CommiUee 



A BILL 

To authorize and direct the Secretary of Agriculture to conduct 
a pflot program of loans providing for periodic disburse- 
ments to owners of nonindustrial private forest lands. 

1 Be it eiiacted by the Senate aiuL Haute of Repreaenta- 

2 lives of the United States of America tn Congreaa aaaembkd, 

3 That this Act may be cited as the 'Toresli; Loan Act of 

4 1979". 

5 FINDmas AND POUCT 

6 Sec. 2. The Congress hereby finds and declares that — 

7 (1) adequate supplies of timber and other forest' 

8 resources are essential to the Nation's well-being; 
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2 

1 (2) the Nation's publicly owned forests cannot 

2 alone supply needed timber and wood products; 

3 (3) the Nation's capacity to produce timber and 

4 wood products is significantly dependent on nonindus- 

5 trial private forest lands; 

6 (4) substantial inTestment is often needed to in- 

7 crease Uie productivity of forest lands; 

8 (5) long timber rotation periods and the lack of 

9 regular periodic returns from forestry investments may 

10 discourage owners (d noninduBtrial private forest lands 

11 from tnan aging their timberlands at levels of high pro- 

12 ductivity; 

13 (6) tlie avfulability and cost of capital can be a 

14 ngnificant determining factor in a forest landowner's 

15 decifflOD as to whether or not to undertake a forest 

16 management program; 

17 (7) owners of nonindustrial private forest land fre- 

18 quently are unable to obtsin credit at rates and terms 

19 sufGcienlly reasonable to enable them to undertake a 

20 forest management program; and, 

21 (8) therefore, it is in the national interest for the 

22 Secretary of Agriculture to conduct a [Hlot program to 

23 determine whetlier loans providing periodic disburse- 

24 ments to owners of nonindustrial private forest land 

25 would result in increased productiTity of such land. 
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1 (9) it is the intent of Congress that, provided the 

3 program is feasible, it should ultimately be placed 
8 within the private sector, 

4 ESTABLISHMENT OF PBOOBAM 

A Sbc. S. (a) In order to encourage owners of nonindus- 

6 trial private forest land to implement and mfuntain forest 

7 management programs, and thereby increase the production 

8 of crops of industrial wood, the Secretary of Agriculture is 

9 authorised and directed to conduct a pilot program of finan- 

10 cul assistance to such owners. The program shall include 

11 bat, may not be limited to: (1) the insuring and guaranteeing 
13 of loins which will provide periodic loan disbursements to 

13 cGpble laodowners, (2) consolidating for resale in private 

14 ea{iltal markets the loan obligations of individual landowners, 

15 aad (3) loaning funds to legally organized lending institutions 
IC far the purposes of making guaranteed loaiis uodrr this AeL 
IT M T^ inlot program shaO operate for five consecntive 
]1$ olndar jtan, b^inning with the Erst full calendar year 
TS3> •ecBng after the date of enactment of this Act No new 
SSi ]kus rinll be insured w guaranteed after die GfUi fiscal year 
2B rfafemka of Ac pOot program. 

2S W Ik Semlaiy is aotftoriied to defcr dc icpayneM 

23 rf joBci^al aad intemt under audi c 

3* VBj dmM ietm apytupiiite. 



dbyGoogle 



1 EUOIBLB B0BB0WEB8 

2 Sec. 4. Any privftte individual who, or snv group, 

3 Indian tribe, or other native group, association, partnership, 

4 corporation, or other legal entity which owni forcBt Und ca- 

5 pable of produdng crops of industrial wood shall be eligible to 

6 receive loans under this Act: Provided, That the tpphcant 

7 must certify in writing, and the Secretary must detennine, 

8 that he is unable to obtain sufficient credit elsen'here at rates 

9 and terms comparable to those provided in this Act. 

10 TBBH8 AND CONDITIONS 

11 Sec. 5. (a) The Secretary shall insure or guarantee no 

12 portion of any loan under this Act to any one landowner in 

13 which the disbursement exceeds $50,000 annually. 

U (b) The total period of time permitted for a loan insured 

15 or guaranteed under this Act shall not exceed forty years. 

16 (c) The Secretary may guarantee to any Federal or 

17 State chartered bank, savings and loan association, coopera- 

18 tive lending agency, Federal land hank, or other legally orga- 

19 nized lending institution, 90 per centum of that portion of the 

20 overall loan obligation which exceeds the market value of the 
31 assets securing the loan in the event of default by the land- 

23 owner. 

33 (d) Loans provided under this Act shall be made upon 

24 the personal liability of the borrower and shall be secured by 

25 either (1) the land, or (2) tiie timber grown thereon, or (3) 
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1 land and timber, and such other security as the tender may 

2 require. If such loans to landowners are secured by the 

3 timber alone, additional security may include insurance on 

4 the timber crop agtunst natural hazards, if such insurance is 

5 available and performance bond insurance on the outstimding 

6 loan obligation. 

7 (e) Loans guaranteed under this Act shall bear interest 

8 at rates to he agreed upon by the lender and landowner but 

9 not in excess of such rate as may be determined by the Sec- 

10 retary. Loans insured under this Act shall bear interest at 

11 such rate or rates as are determmed by the Secretary, but 

12 not in excess of the current avcra^ market yield on out- 

13 standing marketable obligations of the United States with re- 

14 maining periods of maturity comparable to the average matu- 

15 rities of such loans, adjusted to the nearest one-etghth of 1 

16 per centum, plus not to exceed 1 per centum, as determined 

17 by tiie Secretaiy. 

16 (f) The landowner shall prepare, keep current, and 

19 adhere to an individual forest management plan which shall 

20 be developed in cooperation with and be approved hy tfae 

21 State forester or equivalent State official and which shall de- 

22 scribe the activities needed to maintain or increase the pro-' 

23 ductivity of the landowner's forest land. The management 

24 plan shall also include estimates of the volume of timber to be 

25 harvested during the term of the loan and the value thereof. 
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1 The eatimatfld value shall serve as the basis for detennining 

2 the principal amount of the loan. The landowner may use the 

3 loan proceeds in any manner he deems appropriate, as long 

4 as the provisions of the management plan and loan agree- 

5 ment are observed. The Secretary shall encourage land- 

6 owners and State foresters or equivalent State officials to use 

7 private consulting foresters, agencies, organizations, and 

8 firms b) the extent possible for the preparation of individual 

9 forest management plans. 

10 (g) The amount of the periodic loan disbursement shall 

11 .'be based upon the future expected market value of the timber 

12 securing the loan, hut m no case shall the total principal and 

13 interest obligation exceed 80 per centum of the future expect- 

14 ed market value of the timber as estimated in the manage- 

15 ment plan. 

16 (h) Individual loan agreements and forest management 

17 ^ans may be periodically reviewed by the lender, landowner, 

18 and tbe preparer of the forest management plan. Following 

19 such review, the loan period, principal amount, interest rate, 

20 and amount and interval of the periodic disbursement may be 

21 adjusted as agreed by both landowner and lender. 

22 {)) At the discretion of the lender, loans guaranteed 

23 tmder this Act may, upon the application of the landowner, 

24 be transferred to, and assumed by, a new landowner who 

25 agrees to the terms and conditions of the loan, assumes any 
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1 outstanding Uabilit; and obligations thereunder and who otb- 

2 erwise qualifles under the provisions of this Act. Further, 

3 individual loans guaranteed under this Act, in which the 

4 timber alone secures the loan, may be, upon the approval of 

5 the landowner, sold to private organizations, which will 

6 assume the lenders' obligations and which will have a lien 

7 against the timber securmg the loan. 

8 (j) The borrower shall be entitled to prepay without pen- 

9 alty all or any part of the outstanding loan obligation insured 

10 or guaranteed pursuant to the provisions of this Act. Income 

1 1 from the sale of timber covered by the loan agreement shall 

12 be applied to the outstanding loan obligation. However, the 

13 periodic loan disbursements may continue over the full term 

14 of the loan, even if payments applied to the loan obligation 

15 are made during the loan period. 

16 (k) Except for guaranteed loans, the landowner shall 

17 agree that if at any time it shall appear to the Secretary that 

18 the landowner may be able to obtfun a loan from any Federal 

19 or State chartered bank, savings and loan association, coop- 

20 erat^ve lending agency, Federal land bank, or other legally 

21 organized lending institution at rates and terms comparable 

22 to those provided for in this Act, for loans for similar pur- 

23 poses and periods of time, the landowner will, upon request 

24 by the Secretary, apply for and accept such loans in sufScient 

25 amount to repay the Secretary or the insured lender, or both, 
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1 and to pay for any stock necessary to be purchased in a coop- 

2 erative lending agency in connection with such loan. 

3 PBOOEAM DEVELOPMENT AND EVALUATION COUMITTEB 

4 Sec. 6. To advise in the development of the program, 

5 and to aid in preparing recommendations regarding the con- 

6 tinuance and expansion of the program, the Secretary shall 

7 appoint a committee of not less than Ave persons, including, 

8 but not limited to, representatives from public agencies, pn- 

9 vate lending institutions, private forestry concerns and iadi- 

10 vidual landowners. The Secretary shall also consult with the 

11 committee in the preparation of such reports as required in 

12 section 8 of this Act. Individuals who serve on the committee 

13 and who are not employed by the Federal Government, shall 

14 be paid such compensation for their services as the Secretary 

15 shall determine but such compensation shall not exceed the 

16 daily equivalent of the rate prescribed for grade GS-18 in 

17 section 5332 of title 5 of the United States Code per day 

18 when actually employed, and actual necessary travehng and 

19 subsistence expenses or a per diem allowance in lieu of sub- 

20 sistence expenses, as authorized by section 5703 of title 5 of 

21 the United States Code for persons in Government service 

22 employed intermittently, when advising in the development 

23 of the pilot program away from their homes or regular places 

24 of business. 
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1 BULEB AND BEOULATIONB 

2 Sec. 7. The Secretaiy shall, within one hundred and 

3 twenty days after the date of the enactment of this Act, and 

4 in accordance with section 553 of title 5, United States Code, 

5 promulgate such final rules and regulations as the Secretaiy 

6 deems appropriate to implement the provisions of this Act. 

7 The Secretary may, in accordance with such section, promul- 

8 gate rules and regulations modifying the rules and regular 

9 tions promulgated under the preceeding sentence. 

10 BEPOBTfi 

11 Sec. 8, The Secretary shall report annually to the Con- 

12 gress on the progress of the pilot program authorized by this 

13 Act. The first such report shall be submitted upon completion 

14 of the first calendar year of operation of the program auUior- 

15 ized by this Act. The final report shall be submitted prior to 

16 completion of the fifth calendar year of operation and shall 

17 include the Secretaiy's recommendation on whether addition- 

18 al loans shall be insured or guaranteed. 

19 APPBOPBIATION AUTHOBIZATION 

20 Sec, 9. (a) This program shall be funded using funds 

21 drawn from the Rural Development Insurance Fund estab- 

22 lished under section 309A of tlie Consolidated Farm and 

23 Rural Development Act and subject to the provisions govem- 

24 ing such fund. The Secretary is authorized to use such funds 

25 for (1) malting insured loans to eligible borrowers under this 
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1 Act, (2) guaranteeing individual loans under this Act in the 

2 event of defaults by eligible landowners, and (3) loaning funds 

3 to legally orgajiized lending institutions for the purpose of 

4 making guaranteed loans under ttua Act. 

5 (b) There is hereby authorized to be appropriated such 

6 sums as may be necessary for the purposes of administrative 

7 expenses, including reimbursement to State foresters or 

8 equivalent State ofHcials, and reimbursement to the Rural 

9 Development Insurance Fund for funds withdrawn for the 

10 operation of the program. Such sums to remain available 

11 until expended. 
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OTianSO »gir*ttT« OF HOK. JnC WE&TSB, a EEFXE8EITATITX 
n OOHaSB88 PXOlf THE STATE 07 OREGOK 

Mr. Wbatee. Private foreet luids constitute approximately 60 per- 
cent of all commercial forest land, yet yield <Huy one-third of the 
timber produced each year. If we are to meet tms Nation's fntore 
demand for wood products and minimize price increases, it is im- 
DMutive that tbe productivity of our privately owned nonindnstrial 
lorest land be increased- 

Improving productivity of private lands has recently become even 
more important in light of tne administration's planned deviation 
from ev^i flow, sustained yield timber harvests frtHn oar naticmal 
forests. I am opposed to this change in policy not onlj[ because of its 
ec(Mi<Hnic and environrnMitsl oonsequences for the Pacific NcHthweet, 
but also I am concerned that we do nothing that may discoorage 
investment in private foreet lands. As Chief John McGnire has 
pcnnted out — increases in timber availability from nati(H)al forests 
can act to reduce the availability of timber from private lands. If a 
deviati<« from even flow were to be effective in increasing timber sup- 
plies, thrai this administration would have to provide an equal in- 
CMitive to increase productivity from our private forest lands. 

To accomplish tms goal of improving productivity from private 
forest lande, many alternatives have been suggested. This subcommit- 
tee is particularly indebted to Walt Myers who first proposed the 
forest loan program 2 years ago in his testimony on the implonenta- 
tion of BPA. His proposal resulted in H.R. 4718, a loan program to 
provide periodic payments to owners of timberland to encourai*e 
forest management. Our purpose in holding hearings today is to dis- 
cuss the potential of a loan program for increasing productivity and 
also to discuss the need to test this program on a pilot basis. 

In order to answer these questions, we will be interested in knowing 
more about the productivity of our private forest lands and why it 
should be increi^ed, what the Federal Government and the private 
sector are now doing to increase productivity, how these programs 
could be improved, and lastly, what other alternatives for increasing 
productivity in addition to the forestry loan progrun shendd be 
tested. 

Before we begin testimony. I would like to thank Jerry Huckaby 
for his efforts in preparing this legislative proposal. It is not often 
that a member of the committee has devoted as much time and energy 
to a legislative project. .Terry and his staff, Carol Ekem, have wortod 
many months on this bill and deserve recognition by this subcOTnmit- 
tee and others for their commitment to improving the productivity 
of our private forest lands. 

The Chair will recognize Comn^^sman Huckaby for any statement 
he would care to make at this time. 

OFEHIva BEHAXEB OF HON. JESRT HUCEABT, A XEPSESEirrA- 
TI7E IN CONOBESS FBOX THE STATE 07 LOUISIANA 

Mr. H0CKABT. Thank you, Mr. Chairman. 

I would like to commend you, Mr. Chairman, for the tremendous 
, amount of support you have given us on this bill for tiie past 12 
months. 
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Chairman Ed Jones has also worked hard on this. 

I would also like to thank Ken Myers and Joe Hinson, who have 
been with us every step of the way. There have been many redrafts of 
this legislation. They have worked hard. 

We think we have a product now that probably needs some changes, 
but as we get closer to markup, certainly their efforts are coming to 
fruition. 

As you pointed out, approximately 60 percent of our commercial 
forests, Mr. Chairman, are private nonindustrial lands. Unfortu- 
nately, timber growth on these lands is today far short of its potential. 
The data for the southeastern United States shows that only about 12 
percent of this nonindustrial acreage that is harvested each year is 
being reforested. The net result of this means that we are falling 
short today of approximately 1 million acres each year in our re- 
forestation efforts. 

I think that one of the causes for this shortfall is the lack of a 
financial incentive for private landowners to invest in wood growth 
or reforestation. We all know that timber investments require a sub- 
stantial amount of working capital and management skills. Even when 
landowners are in possession of these two essentials, there is the added 
problem of the very lengthy period in timber crop production before 
any real net cash flow is generated. 

We feel that providing annual or periodic loan payments during the 
long-term forestry investment will give these forest owners the needed 
cash flow until they pet a return from their harvest. I think that this 
could be a signiBcant answer in overcoming our present timber 
shortage. 

I want to stress the importance of how these periodic loan disburse- 
ments can be used. The Forestry Loan Act calls for adherence by the 
landowner participating in the program to a forest management plan. 
As long as he works to improve the quality of his timMr stand, he 
can use those loan proceeds in any manner that he chooses because he 
is really borrowing against the equity in the timber as it grows each 
year. It is his own money, as such, that is being advanced as a loan. 

T think we should thus view these periodic k)an disbursements as 
the timber owner's own money that he is borrowing against the equity 
in his crop. 

The amount of the loan will be dependent upon the level of the 
forestry management practiced by the landowner, plus the inherent 
productivity or his land. We have run conujuter analyses, discounted 
cash flows making various assumptions of inflation rates, projected 
values of timber m the future, and it appears to us that we are very 
safely and conservatively looking at a range from $10 to $50 per acre 
per year that could be advanced in the loan pro-am. 

There were some concerns raised that this Forestry Loan Act was 
developed to supplant the already established forestry incentives pro- 
gram. This is not true. We see the two working hand-in-hand. The 
existing FIP program, as we all know, is in place. It helps for site 
preparation and the initial stand of the timber. In fact, we anticipate 
that participation in the FIP program will significantly increase as 
a result of the forestry loan program. 

I realize that the concept of periodic loan increments as opposed to 
a typical front -end loan is a relatively new idea, and may pose some 
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problems from an administrative and financial standpoint. I am sure 
that there are many concerns which we have overlooked and which 
will need to be addressed. 

That is why I feel the Federal Government should do more of this. 
When it goes into a new area where there are some unknowns and some 
doubts, we should establish a pilot program. Let's go out and see if it 
works as we anticipate it working. Let's get the bugs out of it, if I 
might use that expression, before we go nationwide with it. 

That is why this legislation will only operate at the pilot program 
level for 5 years. This will provide us with a vdiicle to measure the 
ability of the program to respond, and evaluate how well it is re- 
sponding and being received by private individuals, 

I want to stress in closing, Mr. Chairman, that this is not a give- 
away program at all. We anticipate the Federal Government recover- 
ing all of its costs, including its interest costs. There will be no inter- 
eat subsidies. The amount of cash flow that the individual receives, the 
loan, will be paid at the current interest rates. We anticipate those 
rates changing from year to year as markets for money change. Hence, 
as the individual harvests the timber, he will pay the full amount of 
not only the principal but also the accrued interest. 

Overall, Mr. Chairman, I think there is a valid argument to be made 
in favor of a periodic forestry loan program. I hope that we have 
made it. At the very least, it will add to the array of incentives for 
reforestation. 

I perceive this project as a model for a much larger scale program 
to eventually be placed in the private sector, but I think we have to 
take the initiative now to see if it will work. 

I urge the members of both of our subcommittees to support H.R. 
47J8, and I certainly appreciate the witnesses here today who have 
traveled from many parts of the country to offer their testimony. We 
are certainly not locked in or fixed with the legislation we have before 
us. We are here to hear the witnesses' comments and suggestions with 
anopen mind. 

Thank you, Mr. Chairman. 

Mr. Weaver. I thank the gentleman from Louisiana for an excellent 
statement. 

The Chair will now call Mr. Philip Thornton, Deputy Chief, State 
and Private Forestry, U.S, Forest Service. We appreciate your 
appearance and look forward to your testimony. 

STATEMENT OF FHTLIF L. THOENTOS, LEFDTY CHIEP, STATE AND 
PRIVATE FOEESTRY, FOREST SERVICE, TI.S. DEFARTMEHT OF 
AaRICITI.TnRE; ACCOMPANIES RY ROBERT QARRETT, PROaBAH 
SPECIALIST, FARMERS HOME ADMINISTRATION 

Mr. Thornton. Thank you, Mr. Chairman. 
• We welcome this opportunity to appear before you and present 
otir views on H.R. 3049, a bill to authorize the Secretary of Agricul- 
ture to conduct a pilot program of loans to private nonindustrial 
forest landowners. 

I would like to point out that our statement is confined to H.K. 
3049. We are aware that Congressman Huckaby has introduced a 
revised bill, H.R. 4718. Several of the amendments that we proposed 
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in our report on H.R. 3049 have already been incorporated into the 
new bill. We have not, however, had an opportunity to examine H.R. 
4718 in detail, particularly the provisions dealing with the private 
lending arrangementa Our staff is now analyzing that new bul, and 
we win advise the committee of our views as soon as possible. 

We very much appreciate tiie subcommittees' interest in testing a 
loan program directed toward improving the productivity of non- 
industrial private forest lands. The effort will also be useful to demon- 
strate to private lenders the extent to which viable loans for forestry 
can be made. We support H.R. 3049 and recommend a few strengthen- 
ing or clarifying amendments. 

NoninduBtrial private forest lands play a key role in supplying 
the Nation with timber and other forest resources. TTie productivity 
of these lands is of major concern when viewed from the perepective 
of the need to assure that long-term resource needs are met. We believe 
that the availability of credit through a federally insured' or ^ar- 
anteed program may complement the present array of the F^eral 
Government's efforts to encourage better management of the Nation's 
privately owned forest lands, specifically, it may complement pro- 
grams of educati<m, research, technical assistance, resource protection, 
and cost-sharing incentives already in place. A forestry loan program 
would provide a source of credit to many rural landowners not now 
included in the Department's present agriculture loan programs. 

We believe a pilot program of specified length is the proper way 
to develop a forestry loan program. Existing USDA capabilities in 
the counties where the pilot program would be placed would provide 
for efficient administration of the program. 

We would like to comment briefly on existing departmental loan 
authority and the needs we hope the pilot program would address. 
Authority to make loans for forestry purposes is available to the 
Department under the provisions of the Consolidated Farm and Rural 
Development Act, as amended. The real estate loan program estab- 
lished under subtitle A of that act includes land and water develop- 
ment, use, and conservation as purposes for such loans. Such loans 
could be used to purchase, develop, and improve forest land or to 
harvest or process forest products. To be eligible, borrowers must be 
owner-operators of not larger than family farms, defined as those 
fanners who live on the farm and make a substantial proportion of 
their annual income from the farm. Excluded are landowners who 
own only forest land or do not live on the property. The Department 
operated a special forestry loan program under this authority in the 
Deriod 196^-70. There were 1,169 loans to farmers totaling $8,991,195 
in that period, most of which were made for land purchase or re- 
financing of debt. There have been no forestry loans made since 1970. 
The same act as amended in 1972 also authorized rural industrializa- 
tion loans to improve, develop, or finance business, industry, or employ- 
ment and to improve the economic and environmental climate m 
rural communities. Eligibility requirements are not as restrictive 
as the real estate loan program and forestry could be an appro- 
priate purpose for loans. No loans to private forest landowners have 
been made under this authority because all available funds have been 
quickly utilized for nonforestry purposes. 

Loans from commercial sources may be available to forest land- 
owners. The Federal land banks, the national banks, and insurance 
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companies may make audi loans. However, because of competidon 
with other mvestment opportmiities with more attractive returns, or 
unfamiliarity with forestry investments, few such loans are made. 
Further, to obtain and keep a loan from these private sources, the 
forest land miist be in a productive, well-managed condition under an 
approved management plui. This greatly restricts the use of such 
loans. Private lenders are further discouraged from making loans to 
owners wishing to initiate management on their lands due to the long 
growing periods, uncertainties in yields and future markets, and risks 
of losses from wild fire, insects, and diseases. 

The Forestry Loan Act of 1979 would test a new approach to over- 
come this deficiency by making credit available to private forest land- 
owners in a few selected counties whose forests' productivity could be 
increased by better management. 

A special purpose of the pilot program would be to provide an op- 
tion to forest landowneTs who might otherwise lio^uidate or prema- 
turely harvest their trees in order to meet an immediate need for cash. 

An insured loan would fill the void created where private credit 
sources were reluctant to provide funds. The loan guarantee would 
provide encouragement to private lenders who are interested in mak- 
ingforestry loans but find the risks too great to assume thwnaelves. 

The program would be particularly directed to those landowners 
who are deterred from making investments in long-term managemravt 
pni^raros on their lands bv the lack of an adequate amount of reliable 
cash flow. The inability of the forest to provide annual returns to off- 
set the taxes, investments and other annual and periodic costs that 
must be paid, in addition to the costs of establishment, is believed to 
be a significant deterrent to good forest management. This lack of 
cash flow can result in lack of management, reduced productivity, and, 
all-too-frequently, premature harvest. 

What we mean by premature harvest is that sometimes owners cut 
their small trees just as soon as they are big enough to sell because 
they need the money. Yet a tree 8 or 10 inches in diameter is just be- 
^nning to get large enough to make lumber. If it is allowed to grow 
another 10 or 20 years and if the forest is managed, thwi the owner 
and the Nation can benefit from substantially increased timber growth. 

The periodic payments, or disbursements as we prefer to call them, 
would represent an appropriate installment of the total loan amount 
authorized. The disbursements could be provided on an annual or less 
frequent basis, depending upon the needs of the landowner. We would 
expect that the amotmt of the disbursements would reflect the value of 
timber increments that would occur on the forest land, averaged over 
the period of the loan. It is this periodic disbursement feature that 
makes this proposal unique and worthy of careful evaluation through 
a pilot program. Existing loan-making authorities, either public or 
private, could provide a lump-sum loan at the beginning of the forestry 
program but would not help the cash-flow problems or be a deterrent 
to premature harvesting. 

The forestry loan program, although authorized by separate legis- 
lation, would be established within the framework of the I)epartment'8 
existing authorities. The program would be funded from the rural 
development insurance fund, which is authorized by the Consolidated 
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Farm and Rural Development Act. We believe a close tie to this 
authority and its administrative requirements is appropriate and neces- 
sary. For example, the forestry loan program would require that land- 
owner-applicants must certify in writing that they are unable to obtain 
sufficient credit from a commercial credit source at reasonable rates 
and terms. 

Several of our amendments would further assure this tie, including 
one that would make interest rates for insured forestry loans compar- 
able to other rural development loans made from that fund. Tnese 
amendments have been provided to the committee staff. 

[The above referred to material appears on p. 48.] 

Mr. Thornton. We also recommend that the provision for sub- 
sidizing interest on guaranteed loans be deleted. 

A provision not in existing authority, but which we recommend be 
added, would require an immediate repayment of the loan plus accrued 
interest, plus a penalty, if the land is sold or if the borrower does not 
follow the forest management plan. This would not apply in the case 
of a sale where the new owner would accept the terms of the loan and 
would otherwise be eligible for this type o/loan. 

The program's eligibility requirements are similar to those of the 
Department's forestry incentives program, providing costsharing to 
nonindustrial forest landowners. We would expect the term "non- 
industrial" to be applied in the same manner as in forestry incentives 
program which would exclude wood products processors or public 
utilities. Similarly, we would assume the bill's limitation of lands 
capable of producing crops of industrial wood" to be applied as in 
FIP, meaning forest land capable of producing 50 cubic feet of addi- 
tional wood volume per acre, per year. 

The bill requires that a forest management plan be developed and 
kept current as a condition of the loan. We regard this requirement as 
a key feature of the program. Not only would the plan identify the 
forestry opportunities and guide the management of the ownership, 
it would provide guidance to the lender in determining the size and 
term of the loMi. 

We have an excellent cooperative relationship establi^ed with the 
State forestry agencies for tne incentive program in which they assist 
the landowner by preparing such plans. We would follow this same 
procedure for the forestry loan program. 

It is clear that the pilot program must be very carefully designed 
if it is expected to yield meaningful results. This will require care in 
selecting participants and a control group during the pilot phase. We 
are confident that meaningful results can be achieved within the 5-year 
period. 

In summary, Mr. Chairman, the pilot forestry loan program which 
would be authorized by H.R. 3049 is a timely proposal, one in which 
we are particularly interested. We are aware that the proposal is 
strongly supported by a number of organizations in the forestry 
community. 

You are no doubt aware that the idea first surfaced in 1977 in the 
oversight hearings by the subcommittee on the Resources Planning 
Act. 
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The Department of Agriculture has recently examined the need for 
credit for forest landowners. Our report, made to tie President in 
response to his 1977 Environmental Message to Congress, cited the 
lack of experience in administering a long-term forestry loan pro- 
gram and the need for information on landowner interest ana re- 
sponse. It concludes that further study is needed. H.R. 3049 can pro- 
vide the means to gain the needed knowledge. 

We thank you for this opportunity to present our views on ttiis 
lenslation. I would be happy to answer any questions you may have. 
[H.K. 3049 and the report irom the U.S. Department of Agriculture 
appear on p. 36.] 

Mr. Weaver. Thank you very much, 

What we are talking about here is this: What is the potential for 
increasing the productivity of our private nonindustrial forest lands! 

Mr, Thornton. There is a tremendous potential, Mr. Chairman. 
About 58 percent or so of the Nation's productive timberlands are 
in the nonindustrial private holdings. The situation is that these lands 
are typically understocked and immanaged in the sense of increased 
timber production. 

For example, the inventory, that is, the amount of volume per acre, 
is much less than half of what is occurring on industrial lands and 
national forest lands, so the stocking of these lands is one factor that 
precludes full productivity. We estimate about half of that potential 
productivity could be captured by more intensive forest management. 

Mr. Weaver. Do we have a figure! I realize it would be a guess, but 
can we talk about how many board feet we could produce? 

Mr. Thornton. It is very difficult to come up with a figure like that. 

I^et me phrase it his way, if I may. We have identified about 160 
million acres of land that will produce at least a 4-percent return on 
investment in real dollars. Therefore, if we targeted the effort on these 
private lands to those productive sites like that, then we could multi- 
ply to get a growth figure, or rather an estimate, of how many acres 
would produce that much timber. 

Mr. Weaver. One of the things that struck me is this. When we talk 
about a 4-percent return, and so on, then we know that bankers have 
to' look at that. I understand that. The investors have to look at it, too. 

Had we planted trees in the 1930's, when it did not seem that a 
person with his right mind would do that because we had such an 
abundance of trees on other lands, we would have made that invest- 
ment in the 1930's. Imagine what would have happened if we had 
planted trees in the 1930's; whoever did it would be very rich today. 
1 think the same could certainly be said of tomorrow. 

Therefore, I think it is a fundamental thing. We must get these 
lands into production for what is, to my mind, the most valuable crop 
that we can grow today in terms of our economy. We have the solar 
energy and the building material and the energy source that it pro- 
vides. "Kiis is very great. 

; I would like for you to send us for the record what other Federal 
programs are available to encourage productivity, how effective they 
are, and how they are funded. Yon nave done some of that in your 
testimony, but I would like for you to expand. 

Without objection, the record will remain open for the purpose of 
inserting that additional information at this point. 
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[The additional material Bubmitted follows :] 

federal proaramt to encourage productivity 
Approyrlailon ll«i>i 
Programs administered by Forest Service : Fiivat ywu* I*T> 

1. Cooperative land and resource protectlcm ; apfropriaHen 

Forest insect and disease management '(23, 800, 000 

Rural fire protection and control 80,865,000 

2. Cooperative renewable resource management and utiliza- 

tion: 
Bnral forestry assistance (includes tree Improv^nent, 
tree seedling production, technical assistance and In- 
formation In forest manag«nent and forest products 

ntiUBatlon programs) 13,927,000 

Urlmn forestry asBistanee-, 



Programs administered by other USDA agencies (wltb tecbnlcal 
support by Forest Service) : 

1. Rural community flre protection grants (FmHA) 3, SCO, 000 

2. Forestry incenUves program (ASCS) 16,000,000 

'Aboat 60 percsnt ot this amount li attA for foreet Insect dlaMuw nuuiicement work on 

Fedend luids. 

Mr. Weaver. I believe you also addressed in the proposed loan pro- 
gram how it would fit into other forest incentives, including those 
proposed in the task force report resulting from the President's 1977 
environmental message, and how the proposed program would avoid 
duplication of the existing programs, like FIP. I would like for you to 
include that in your written statement as well as what private pro- 
grams are currently available to encourage productivity in private 
rorest lands. I would also like to know whether or not, in your opinion, 
they are more or less effective than the Federal programs. We would 
like for you to include those also. 

Without objection, the record will remain open at this point for the 
purpose of inserting this additional material. 

[The additional material submitted follows:] 

PaiTATB pRooaAUB To Encoitkaob PaoDucTtviTY 

1. Programs In the private sector that provide credit are discussed on page 2, 
of the USDA report on H.R. SOW. 

2. Technical assistance and forest management secvlcee provided to private 
forest landowners bj individual forest Industries are described In tbe attached 
directory published by the American E\>re8t Institute. 

3. It is estimated that as many as 2,000 foresters ma; be aasistlng private 
forest landowners as consulting foresters. These would Include individuals as 
well as en^oyees of firms. Services provided for a fee cover the full range of 
forestry activities. 

It Is our view that these prograins are no more or less ^ectlve than tbe Fed- 
wal forestry cooperative programs. Both the forest Industry and consulting 
forester efforts are directed to a more specific group of forest landowners, i.e., 
those whose lands are In proximity to a wood-using industry or whose flnandal 
situation is such that they can lie Ijest served by consultants. The Federal pro- 
grams serve all landowners but through legislative direction emphasise assistance 
to owners of smaller tracts. The real concern we believe Is that these public and 
private programs be coordinated so that an effective effort results. We consider 
our record good in this regard and, through recent actions we have taken, will 
Improve in the future. 

[The attachment referred to in 2 above Is held In the subcommittee file.] 
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Mr. Weaver. I turn now to my distinguished cochairmanj the gen- 
tleman from Tennessee, Mr. Ed Jones, ajid ask if he would like to saj 
anjrthing. 

Mr. Jones of Tennessee. I was a little late, so I will yield to my good 
frigid from Louisiana, and I will have questions later. 

Mr. Weaver. I will call attention to the distinguished ranking mi- 
nority member of the Forests Subcommittee, Mr. Johnson. 

Mr. Johnson. Thank you, Mr, Chairman. 

Mr. Thornton, I am surprised by the tenor of your testimony. It 
seems to me that what we are talking about can be a very big program. 
It seems to me there is an inadequate justification for the program 
within your testimony. There are a lot of unanswered questions. 

You said casually, I thought, that there was a 4-percent return on 
invested capital over the life of this. I would like for you to explain 
that a little bit more, please. 

Mr, Thornton. What I was referring to was the study we made to 
look at the productivity of non-Federal lands. My point was that there 
are 160 million acres that will make at least 4-percent return on invest- 
ment. We drew that line to try to separate out the poorer sites and the 
areas that would not produce that. 

Mr. Johnson, A 4-percent return hardly justifiee anyone going into 
that kind of business. Why would the Government be invol^d in 
promoting these kinds of programs? 

Mr. Thornton. I also said 4 percent in real terms, not inflated, but 
a 4-perc«it return in constant dollars. 

Mr. HucKABT. Will the gentleman yield ? 

Mr. Johnson. Certainly. 

Mr, HucKABY. Mr. Thomttm, are you suggesting that on a planta- 
tJOTi-type highly managed forestry program, one could wcpect only a 
4-percent return on investment? 

Mr. Thornton, No, sir. Let me go back to the context of my remarks. 

Chairman Weaver was asking me to describe a little bit of the po- 
tential productivity of these forest lands of which we have about, 
roughly, 300 million acres, 

I was trying to point out that, within that 300 million acres, there 
ape low productivity areas and high productive sites. I was trying to 
put a dimension on that productivity in terms of one measure which 
would be the 4-p6rcent return. This would indicate that there are 
well over 100 million acres of high productive forest land. 

Mr. Weaver. If the gentleman will yield, let me s^ this, Mr. 
TTiomton is saying that this is a 4-p6rcent real return. Right now a 
U.S. Treasury bond is having to pay minus 4-percent return. There 
is a 13-percent inflation and a 9-perc6nt return. A 4-percent return 
today is probably the best return you could possibly get in today's 
ninrket. 

' Mr. Johnson. I do not accept that. I do not think that is a correct 
statement. Where did you get your 4 percent figure, Mr. Thornton! 
' Mr. Thornton. Some of our research people have made an anal- 
ysis. That is part of our Resource Plfuming Act assessment. It is imder- 
way now. 

■' Mr. Johnson. Why did the Department stop making loans in 1970 
under the existing law t 
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Mr. Thornton, Basically because there was little demuid for tiiein. 
The eligibility requirements were the main cause, we think. 

Mr. Johnson. You have not attempted to promote wiy kind of a 
program like this within the Department since 1970; right) 

Mr, Thornton. Not in a substantial way. People have known that 
it was available, but there has not been that much interest. 

Mr. Johnson. If you have a program like that available, and if you 
think it is important, why has not the Department been doing that! 

Mr. Thornton. As I tried to point out in our teetimony, it is tied 
direclly to the farmer-operated family farm kinds of situations. It is 
restrictive in terms of eligibility. I am not sure that answers your 
question. 

Mr. Johnson. It really does not. It seems inconsistent that you 
have a program that is there. I understand the restrictions on it to the 
family farm. But there is another loan program which you mentioned 
in your testimony, and you said there were not adequate funds for that. 
Why are there not adequate funds 1 Obviously, somebody doesn't think 
that it is worth the funding, and the Department hasn't pushed it in 
the past. Isn't that true ? 

Mr. Thornton. I don' believe I said there were inadequate funds. 
What I was trying to point out is this : Because of the cash-flow aspect 
of such loans with the periodic disbursements in contrast to a lump- 
sum loan at the beginning or at some time in the life of the forest 

Mr. Johnson. On page 3 of your prepared testimony at the end of 
the first paragraph you say, "because all available funds have been 
quickly utilizM for nonforestry purposes." 

Mr. Thornton. That is correct. There is a part of that, the business- 
industrial part, that has been used for other purposes. 

Mr. Johnson, Why would we not use it for these private loans, if 
it is such an important prognun ) 

Mr. Thornton. If you aont mind, I will call on Bob Garrett, from 
Farmers Home Administration. 

Mr. Garrett. Mr. Chairman, I am Bob Garrett, Real Estate Senior 
Loan Officer specializing in farm ownership loans. The loans made in 
1963-70 were made under what we call our farm ownership loan au- 
thority with the basic objective of assisting applicants to become 
owner-operators of family farms. Our funds were limited and were 
primarily used for purposes other than forestry, such as land purchase, 
refinancing of land, and real estate development. The forestry end of it 
took a minor part of the funds. There were other uses for the farm 
ownership funds. 

Mr. Johnson. I understand that. That does not explain why, if this 
program is so critical and so important that some of the funding that 
was available did not go for tiiis purpose. Obviously, you did not place 
a very high priority on it, did you ) 

Mr. Garrett: Some of the funds were used for this purpose, but as 
you say, there were other priorities. Let me clarify my response : The 
Consolidated Farm and Rural Development Act was further amMided 
in 1972 to authorize business and industrial loans. The basic purpose of 
business and industrial loans is to improve, develop, or finance business, 
industry, or employment and to improve the economic and environ- 
mental climate in rural communities. As a consideration of Mr. Huck- 
aby's bill our attorneys have indicated that business and industrial 
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loans could be made for forestry parpoees but as you have said, none 
have been made for tiiis purpose. 

Mr. Johnson. Let me ask you this, then. According to the CBO, 
the administrative costs for the Farmers Home loans like this will 
be approximately 10 percent. Have you seen that figure that they 
have submitted to the committ*©? 

Mr. Gahhett. I am not familiar with that. 

Mr. Johnson. They say in their letter that : 

The Farmers Rome Administration's eipeilence bas ahown that guaranteed 
programB also incnr substantial admlnletratire expenses. These costs would 
require direct aH>roprlatlon annually and would amount to ai^roslmatelr (10 
million for ever; SlOO million In loan volume orer the life of the loans. 

It sewns to me you are talking about expanding the authority of 
the Department quite extensively. How many people are we talking 
about Uiat you are going to have to have to administer this program! 
I am not just talking about the pilot program because we both know 
that if we get involved in a pilot program it will undoubtedly be 
extended. 

How many people are we talking about ? How much mtmey are we 
talking about just administrative^ to take care of this kind of a 
program! 

Mr. Thornton. We obviously do not have the experience to answer 
that question precisely. We have some figures and estimates on the 
pilot program. As you point out, how we would use those estimates 
to estimate a full-scale program is difficult to say. There is no way 
to know it. 

Mr. Johnson. It could be an unlimited kind of commitment, couldnt 
it ! It could be expensive at any rate. It would take whatever amount 
of funding that would be available, wouldn't it? 

Mr. Thornton. We think we could handle the program, a pilot 
program or a larger program. We could handle it efficiently through 
the USD A field organization. 

Mr. Johnson. No additional personnel! 

Mr. Thornton. We estimate seven people for the pilot pn^ram. 

Mr. Johnson. Over the whole United States t 

Mr. Thornton. Yes. We have suggested that only five States be in- 
cluded in the pilot effort. 

Mr. Johnson. One person per State, I guess, to make these kinds of 
loans. 

Mr. Thornton. We are talking about person years, because it might 
be parts of time with a number of people working. 

Mr. Johnson. It takes Farmers Home 6 months to 1 year to make a 
home loan. How in the world can you say that one gtiy is goii^ to be 
able to take care of a whole State with this kind of a program ? It takes 
forever to get a loan from FniHA out in Colorado or most other places 
in the country, I think. 

Mr. G-ARRETT. You are correct there. It is not all due to personnel. 
Some of it is due to waiting for funds as the demand for farm own- 
ership funds exceeds their availability. 

It would be my understanding that this irerson would be assigned 
particularly to that job of promoting and making these forestry loans. 

Mr, Johnson. I realize my time is up, Mr, Chainnan.If you wanted 
to adhere to tiie time limits, then I will quit now. 
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Mr. Weatsr. All right, then, we will move on. 

If the gentleman from Colorado will forgive me, let me make a com- 
ment, llie return on this program would Iw far, far greater than syn- 
thetic fuels and produce a much cleaner and valnable product Mr. 
HuckaWi 

Mr. HucsABT. Thankyou, Mr. Chairman. 

Mr. Thornton, I thought you made a very good statement I appre- 
ciate the Department's suport for this program. I appreciate very 
much the Department's attitude and the approach that you are taking 
of admitting that there are unknowns out there but that we should try 
it on the pilot basis and see if it is feasible. 

Following up on the 4-percent question, I think there is some con- 
fusion here. Is it not true that the averajre forest today will make you 
better than a $100 per acre per year over the life of that forest from 
the day the tree is planted until the final sawed log is harvested! 

Mr. Thoknton. That is a difficult question. The average forest acre is 
hard to visualize. 

Let me go at this in a different way. In our evaluation of the forestry 
incentives program, which is similar to the evaluation we would do 
for this propf^ed pilot loan program, we have determined that the 
average rate of return on investment is 10.5 percent The lands in the 
forestry incentives program are the same kind of lands we are talking 
about here. Our experience has been gained by analyzing the economics 
of productivity of these lands, in that they can yield with a 10-percent 
return on the investment. 

Mr, HucKABT. Ten percent pins return on investment ratJier than 
4 percent as Mr. Johnson mentioned. 

Mr. Thornton. Yes. 

Mr. HtrcKABT. Would you take us through, step-by-step, how you 
mvision the program would work? If a local tree farmer wanted to 
participate in the program, then who would be his first contact and 
where would he go ! Would he go to the Farmers Home Administration 
or ASCS office? Then, who does he go to to get his plan prepared and 
approved and then where does he look for the funding? How is it 
arranged ? Will you go through all this with us ? 

Mr. Thornton. As we envision it, we will follow the same basic 
procedures as on the forestry incentives program which means that 
the applicant or the landowner would apply to the ASCS local office 
for eligibility purposes. If he turned out to be eligible under the 
definitions, then the State forester would be contacted and the State 
forester would look at the property and make the plan with the land- 
owner and determine whether or not it was a feasible basis for a loan. 

Through that forestry planning effort the State forester would 
determine what the expected yield would be from tiiat forest and 
would arrive at a loan amount that could be sustained by that partic- 
ular forest situation. 

With that infonnation the ASCS office would arrange for the fund- 
ing through the Farmers Home Administration and the actual han- 
dling would be through the ASCS. After that, that is, after the eligi- 
bility has been determined, then the State forester would have the 
responsibility of following up to make sure that the plan was followed 
during that period of time. Perhaps it might be an annual look at the 
property. 
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Mr. Httckabt. How about the loan amount ? It would be the Dqwiil^ 
meat's intent that in Uie overwhehning mfnority of cases we would 
lo(^ at an annual payment ; is that right { In other words, we would 
prohibit a front-end lump-sum payment f Is that riglit I 

Mr. Thornton. The whole idea here is to have the cash flow extended 
over aperiod of time that it t«,kes to grow the timber to pay off the 
loan, llierefore, an even flow of dollars during that period of tJme 
which is what we are contemplating. 

Mr. Anthony. Will the gentleman yield ! 

Mr. HucKABT. Yes. 

Mr. Anthony. It appears to me that in setting up such a loan sched- 
ule that by the nature of the growth and the productivity of the land 
itself, you are going to be operating in a self-defeating manner because 
the whole idea is to get the farmer to develop the trees on the front 
end. 

If you make the loan available to the farmer as his yield increases 
and uie productivity is there, we all know that as those trees grow 
along toward the 8m, 9th, and 10th year you obviously get greater 
yield percentage than you do on the front end, so they are going to be 
eligible for more money at the latter part of the year. It seems to me 
th^, that what you are saying is that this is a self-defeating situation 
in terms of the intent of the biU. 

Mr. Thokkton. Maybe I did not explain it correctly. The idea would 
be to look at the property and estimate the productivity over a period 
of time. Then you would average out the average annual yield ex- 

Cd at harvest time and that average annual yield would be the 
for determining tiie payments. 

Mr. Anthony. That makes a lot more sense. I thutk the gentleman 
for yielding. 

Mr. HucKABT. The concern was raised by t^tie gentleman from 
Colorado about the administrative costs. Would you concur with the 
statement that the way the language of the bill is constructed that 
the borrower will pay the cost of money to the Government or from a 
lending source plus additional interest charges so that it is jposable, in 
fact it IS the design of the plan, that the actual cost to the Goyemment 
will be zero. Additional interest charges will be added on to cover the 
overhead of the operation so that it is not subsidized in imy way 
whatsoever. These funds will flow back as the loans are repaid. Is that 
riditt 

Mr. Thornton. Yes, that is the concept. The only cost will be the 
administrative cost. 

Mr. HucEABT. Thank you. Let me ask you one final question. There 
is a minor detail. You made a point about penalties in prepayments. 

WTiat if a tract of land that is in the program is inheritedt At that 
point in time, let's say, the heirs did not wish to continue to receive tiie 
annual cash flow but did not wish to pay off the loan as such. They 
would just like to let the forest continue to grow and then at such 
point in time as the timber is harvested, they would pay off the loan 
even if they were talking 8 or 10 years hence. Would there be any 
problem with that? You would stop the program where it is, for 
e^sample, and the interest would continue to accrue. 

Mr. Thornton. I assume that would be handled the same way as 
if the property changed hands through a sale. In other words, if the 
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new owners, or tm h^r, or purchaser agreed to continue the plan, then 
it would c<Hitinue. I think it would be nandled t^e Bame way. 

Mr. HncKABT. Thank you. I see my time has expired. Thank you, 
Mr. CJhairman. 

Mr. Wkatbr. Mr. Hopkins { 

Mr. Hopkins. Thank you, Mr. Chairman. 

Mr. Thornton, some time ago the administration made an attempt 
under the guise of reorganization to take the U.S. Forest Service from 
the U.S. Department of Agricuhure. I believe they wanted to put it 
into the Department of the Interior. Were you for or against that i 

Mr. Thornton. During the period of the debate over what way to go 
the Forest Service advanced arguments for staying in the Department 
of Agriculture. Once the decision was made we supported it. 

Mr. Hopkins. You were for it t 

Mr. Thornton. Yes, at that time. 

Mr. HoFKiNB. Were you for it as an individual or were you for it 
because of the position vou had f Do you believe it was best to do that 1 

Mr. Thornton. We believe the President has that authority, and we 
supported his decision. 

Mr. Hopkins. You supported it in your position or you supported it 
individually ! 

Mr. Thornton. By individually do you mean as an agency member 
or a member of the Forest Service t 

Mr. Hopkins. No, individually as Mr, Thornton. 

Mr. Thornton. No. not as an individual. I did not. 

Mr. Hopkins. Thank you. 

I am interested in the statistics under forest statistics in the United 
States in 1977. I am looking at a letter from Alice Rivlin to Con- 
gressman William C. Wampler. On the back I am particularly in- 
terested in the way they have it broken down under the net annual 
growth by sections and regions and States. 

I am from the section of central America, and specifically the State 
of Kentucky. I have noticed that our State under a net annual growth 
is probably 100 percent ahead of Illinois, Indiana, Iowa, and Kan- 
sas. Then tney have Kentucky, Missouri, Nebraska, and Ohio listed. 

Do you know what to attribute that to in our State? I am pleased to 
see it, but why are we 100 percent ahead of seven other States ? 

Mr. Thornton. It depends, perhaps, on the basis for that. I am not 
sure whether you are talking about an actual cubic foot of wood or 
about percentage relationships. 

If it is the latter, that is, if it is a percentage relationship — some 
statistics are presented that way — then obviously the smaller the 
base you have, then that tends to exaggerate the effect of the per- 
centage change. If you have 100 cubic feet and double it, you get 
100 cubic feet more and that would be 100 percent increase. 

Mr. Hopkins, This is listed under "all species" and under "growth," 
particularly. We are a little over 100 percent ahead of all the other 
seven States. I am delighted to see that, but I dont fully understand 
why we are 100 percent better than the other seven States. I would be 
interested in that. 

Mr. Thornton. I would be ylad to look into itj but T might add that 
I started my career in Kentucky and Tou have some very productive 
forests there. They are heavily stocked. Maybe that is the lo(;^cal rea- 
son for the figure, but I cannot address this specifically. 
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might also mean that if we more specifically amend or better fund 
ijiat particular section, again it may rule out the need for this partic- 
ular piece of legislation. _ . 

I aee liiat my time has run out, but I think you see what I am dnving 
at. I think you see my point. 

We would like for you to napoad later in writing for the record as 
to, No. 1, what the criteria would be. I know you have not made loans, 
but I would like to know what the criteria would be and how you 
would have to coudi the language to make up the loan. Then I would 
like to know the justification for why no percentage of moneys were 
set aside so that those people could utilize the services. 

Mr. Thornton. We will be happy to do that. 

Mr. Weaver. Without oWection, the record will remain open for the 
pumjs© of inserting this additi<Mial information. 

[The material submitted follows:] 

Obitebia Which Com-o Be Used fob EijoiHiLrrT fob Fobbbtst Loahb Uhdb 

THK BrBIIIBBB AUD INDUBTBT LOAN AUTHOBTTT OF THE COBBOUDATE) FAXM AITB 

BUBAi. DETixopuEnT Aet 

The forestry loans made durloK the period 196S-70 were authorized under the 
farm ownership anthoritles, not tiie buslnes and Industry authority. The formet 
recognized the family farm conc^t and required the borrower to lire on and 
operate the farm. The authorities for rural industrial loans were Miacted In 1&T2. 
Under this authority, eligibility applies to any legal entitj including IndlTtdnalfi. 
public and private organlzatifms and federally recognized Indian tribal groupe. 
The loan woiuld have to be for purposes that Include developing and financing 
business or Industry, and increasing efnplDyment which In this case would be for 
timber ImproTcmrait. The applicant would not be required to lire oa the property 
under this authority. 

We would Uke to point out that the loan authority In question Is for a imnp- 
aum payment loan made to finance the borrower's planned acdon, tiraB difleriog 
from the periodic dlabursementa which would be authorised by B.R. 8049. 



To answer your question as to why no percentage of monies were set aside for 
forestry purimees, business and Industry funds are to be utlllEed for any type of 
loan enterprise Killing within the quallflcations for a loan. ConseqaenOy, no 
ftuids are reserred or set aside for any particular loan type. 

Mr. Anthony. Let me request Mr. Thornton, also, to take the ques- 
tion and address it in writing also. 

On page 5 of your prepared testimony, you say : 

Tbe forestry loan program would require that landowner-applicants must 
oestl^ In writing that they are unable to obtain sufficient credit from a commer- 
cial credit source at reasonable rates and terma 

Let me set up what I consider to be a potential scenario. Take a 40- 
acre nonindustrial landowner whose yearly requirements on a loan 
obviously are going to be very small, and conceivably would not even 
exceed $500, There are very few individuals who could not go to the 
bank for this. You probably could not even own the 40 acres if you 
could not go to the bank and borrow $500. Many times that is true even 
oQ a signature loan. 

■ I would like to know how restrictive those requirements are, espe- 
ci'\llv in terms of the lower echelon people who would only have very 
small numbers of acres. 
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Sfr. Thornton. I would be happy to do that. 

Mr. Weaver. Without objection, the record will remain open at this 
point for the purpose of inserting this additionid infonnation. 
[The matenal requested follows :] 



The qnestion, as we nnderstand It, pertains to the "credit elsewhere teat" set 
forth Id section 4 of the blU. This test Is a part of the larger loan-making auCborlty 
ccmtalned in the Consolidated Farm and Rural Development Act. We aseome it 1b 
Incladed In the bill so as to be con^stent with the parent act. The r^ulations 
which wotdd be written to administer the program would set forth these require- 
ments. 

In more specific re^Mtose to Mr. Aathonr's roncems, there are cases where the 
40-acre nonlndustrlal landowner ma; be able to obtain credit from the banks to 
develop the timber. However, the debt repayment schedule coald hinder the land- 
owner's overall <^>eratlon or Ue-tip income needed for other purposes. In this case 
we would assume the landowner could qualify for a forestry loan. On the other 
hand, a 40-acre landowner who has considerable assets in addition to the 40 acres 
and could borrow from the bank without Jeopardliing the overall operation would 
probably not be considered eligible unless It is the intent of the bill to assist all 
operators In this category who are willing to hold thdr Umbw for further growth 
and further harvest. 

Mr. Anthony. We would like to see whether or not they would be 
priced out of the market because of this single requirement alone. 

Mr, Thornton. We would be happy to do that. 

Mr. Htjckaby. Would the gentleman yield f 

Mr. Anthony. Yes, I yield- 
Mr. HtJCKABY. During research (m this it is my impression that there 
ii no Federal authorization for periodic loans. The existing program 
and the program from 1963 to 1970 was desired for front-end money 
to help someone get into the tree-farming businees. 

What we are trying to do here is the opposite of that approadi. We 
are assuming they can get into the business, either throu^ the FEP 
program or through their own resources. 

We are trying to give them a yield just like a soybean farmer or a 
cotton farmer. It is an annual yield which is a totally separate ap- 

E roach from the program that is available today under existing legis- 
ition or that was offered back in the 1960'8. 

Mr. Anthony. I accept the gentleman's comment. The point I was 
trying to make was this. I am hoping when they produce their docu- 
mentation on their response to question No. 3 that it will prove your 
point even more so, Mr. Huckahy. I think it will show that in truth 
in fact there have been no Government programs and moneys available 
to cover the exact type problem you are trying to take care of here. I 
wanted to make sure the record was abundantly clear on that point. 

Mr. Weaver. I thank you gentlemen. 

Mr. Thornton, should the program be limited to direct cort of forest 
management as opposed to giving them money above and beyond what 
they are spending annually ! 

Mr. Thornton. We think the basis for the loan should be mi the 
productivity of the land and not the direct cost of management. For 
example, the forest is in a produd^ive state. The cost of management 
may be relatively low. The paym^its should be based, that is, the loan 
should be based on productivity. 
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Mr. Johnson. If the gentleman will yield, let me say this. I vas 
going to bring that up liUer on. You are talking about making a loan 
over a 40-Tear period. That would be loans over a lO-year period then, 
based on tne eatmiatod productivity of the land at harvest tmte. 

Mr. THOBinos. It cotild be up to 40 years, yes. You do not have to go 
the whole 40 years. 

Mr. Johnson. I understand that, but if you are talking from the 
begiiming and Ticking loans, tjien it would go that period. It could be 
a 40-year period. Some of the Southern States would be much longer. 
What is the justification in your mind for this! I have heard what 
Mr. Huckaby said, but what is the justification in your mind of mak- 
ing these kinds of loans to these people on relatively small and non- 
industrial plots for what is essentially private investment? 

iSi. Thornton. I would be happy to answer that. That is why 
I digressed from the written testimony there. 

On the matter of premature harvest, for example, the forestry 
incentives program could encourage somebody to plant a plantation 
of pine trees down South and when you get to 8 or 10 inches 
then the owner has the option of cutting them off for pulpwood or 
small materials. If he ne»ls the money, that is what ma^ happen. 

What we hope to do with this pilot program is to give him an 
option of keeping those trees growing during the most productive 
part of their hfe, let's say between the Mjes of ^ and 40, or something 
like that. They begin to put on tiie kind of size or volume that can w 
cut into lumber; for example, the softwood lumber which is needed. 
Giving him the option of letting those trees grow and getting the 
cash income he ne^ds, we think ^t is the whole point here. Tmt is 
one of the big points we are talking about. 

Mr. Johnson. But are you not talking about financing people who 
are not in the timber-growing business on a year-to-year basis. This 
is not their livelihod. They would not be in uiese circumstances and 
they would not qualify for these loans. 

You are talkmg about somebody who has made a nominal invest- 
ment. The crop, let's say, will come in 10, 20, 30, or 40 years. They are 
not actually involved in making a living. This is not their livdinood. 
It is a sideline. 
Mr. Thoknton. Correct. 

Mr. Johnson. You can justify in your own mind the enormous 
potential costs and potential liability to the Government in addition 
to the high administrative costs for helping people such as yourself} 
There would be no reason why you and I could not go out and buy 40 
acres and qualify for the loan, get the income every year, and form a 
little corporation. The corporation could go bankrupt and at the end 
of a 40-year period we could turn the land back to the Government. 
Isn't that right. 

Mr. Thornton, No, sir. That is not at all the way I would under- 
stand this, 
Mr. Johnson. Couldnt that happen under the program? 
Mr. Thornton, No, sir. We have recommend^ that there be a 
penalty clause for such an occurrence. If somebody sold the land or got 
out of the contract, then there would be a penalty, I don't think the 
Government could lose any money. I am talking about beyond the 
pilot program. There would be the administrative costs which we think 
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are nominnl. Therefore, I do not see a threat to the GrovemnieQt 
in terms of losses of money at all. 

Mr. Johnson. If the Government is making a loan over a 40>year 
period which is the life of the program, then it seems to me that you 
are providing somebody with income during this 40-year period and 
at the end of that time that is a 40-^ear loan. 

At the end of the 40-year period the price of timber mav not be 
wor^ what the loan may be worth. A small corporation would enable 
a person not to have any personal liability and the corporation could 
turn the land back to the Government. Wliat could the Government do 
about itt 
Mr. Thornton. That is a question for the lawyei-s. 
Mr. Johnson. That is right. That is a question for you, too, because 
you are advocating the program. 
Mr. HucKABT. Will tne gentleman yield? 
Mr. Johnson. Certainly. 

Mr. HccKABY. The language specifies that thei-e will be a lien placed 
on the timber, or timber and land. If a man turns it back and says he 
does not want to harvest it, then tlie Government has the timber. 

Mr. Johnson. That is my point. Over a 40-vear period who knows 
what the price will be when tne time comes to harvest the timber? No 
private lender makes 40-year loans. 

Mr. Weaver. I have to reclaim my time. I appreciate the debate. It 
is healthy. 

The question is do we grow the timber we need ? The wav I look at it 
the timber will be plenty valuable in the years to come. The Govern- 
ment wiU be well secured. 

I have several other questions, Mr. Thornton. I will ask you to place 
them in writing in the intei-est of time. One is whether the loan should 
become due and payable if only a portion of ih.e timber is sold ; two, 
how can adherence to the timber management plan be assured and 
should standards for timber management plans be established? Three, 
what will happen to the outstanding loans at the end of a 5-year pilot 
program if the program is not continued ? Four, what method do you 
propose to evaluate the pilot program ? 
We would like you to respond to those in writing. 
Without objection, the record will remain open at this point for the 
purpose of inserting this additional infoo-mation. 
[The material submitted follows :] 

RESFOR6EB TO QuESTIOKS BT COROBEBBUAR WEAVER 

Que*tion. Should loan become dne and pajrable If onl; a portion of the timber 
is sold? 

Answer. AVe do not believe tiie entire loan obligation should l>e due and pay- 
able when the landowner-borrower sella a portion of his timber. We do, however, 
believe Uiat an; income received from the sale of timber before a final harvest 
shonld be applied to the loan obll^tion. 

Quettimt. How can adherence to the timber management plan l>e assured and 
sbonld standards for t1mt>er management plans l>e established? 

Answer. We feel that periodic visits perhaps biennially, b; the State foreetr; 
agpucr forester, would assure that the original forest management plan guldlni; 
the loan Is being observed and that recommended activities are being carried 
ont. We do not believe that a provision requiring the landowner to certify ob- 
servance of the i^n Is necessary. We recommend broad national guidance for 
the preparation of Qie management plan reserving to the Stale forestry agency 
the responsibility to develop the specifle details apprtqu^ate to that State. Vary- 
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Ing forest conditions and landowner cbaracterlaticB between areas o* Uie NatloD 
dictate a local approach to forest manflgement plan preparation. 

Queation. What will happen to the outstanding loans at the end of a ft-reai 
pilot prognim If Oie inogram Is not continued? 

Answer. We have been Informally advised b; the Office of O^ieral Commti 
that loons made under the pUot program from the Rural Develo[»nent Insurance 
Fund woold remain an obligation of that fund and be admiaistered alone wlUi 
other loans made from that fond. 'Hie bill states that the loan woold be subject 
to the provisions goreming the fond which are deflned in the Consolidated Farm 
and Rnral Dereitvment Act 

Quettion. What method do 70a propose to evaluate the i^ot program? 

Answer. We rlew the i^lot program's primary purpose as jvovidlng needed 
knowledge on jHogram operation and landowner respmse. The evaluation wonld 
be directed to these two Issues. We would expect to handle this as a reseerdi 
project, using Forest Service Research personnel and facilities as well as State 
and Private Forestry program personnel. The evaluation would be similar to 
one which evaluated the first year of operation of the Forestry Incraitlves Pro- 
grnm (1074). This evaluation Is documented in TJSDA Forest Service BesmnA 
PublicatlMi aM-204. 

Mr. Ws&TZB. I also have a section-by-section analysia of H.R. 4718 
and its comparison to the original bill, H.R. 3049, which I ask uiwni- 
mous consetit to place in the record to clarify these two thinfiis in juata* 
position to your testimony, Mr. ITiomton. 

Without objection, it is so ordered. 

[The mat«nal referred to above follows :] 

Section by Section Analtsis of HJl. 4718 and Coupabibon to H.R, 3049 

H.R. 8049 authorizes the Secretary of Agriculture to conduct a pilot program 
of loans to owners of non-lndnstrlal private forest lands. 

Section 2 presents the findings of fact and the need for the legislation. 

There is UtUe disagreement that the supply ot wood products cannot keep 
pace with rising demand and that Steps shonld be taken to increase productivity. 
Small private non-Industrial timber holdings represent approximately 60 percent 
of U.S. timberland, but produce only one-third of the timber. AH studies reveal 
large-scale opportunities to Improve management. 

'■ The major dltTerence between H.R. 30^ and H.R. 4718 Is that In H.R. 4T18 
there is no acreage limitation, bnt rather a $60,000 limit on dlsbursemaits In any 
one year. The limitation on the total loan value has also been changed fnmi 
$800,000 In H.B. 8049 to 80 percent of the future value of the timber In H.R. 4718. 
. In addition, H.B. 4718 specifically provides for resale of loans to the secondary 
market and authorizes loans to lending Institutions as well as to Indivldiials and 
gronps including corporations. 

Sections 2 In H.R. 4T18 and H.R. 3049 are similar in content except for the 
addition of finding number nine In H.R. 4718 which atcourages the private market 
Section 3 In both bills describes the loan program. H.R. 4718 la broader than 
B.R. 3049 wtilcb is limited to making, insuring and guaranteeing loans to eligible 
borrowers who are defined in Section 4. H.R. 4718 also Includes couBolIdation 
ot loans for resale to private capital (secondary) markets; loans to lending 
institutions, and other activities at the discretion of the Secretary. 

Section 8(h) of H.R. 4718 and 3(a) of H.R. 3049 limit the pilot program to G 
years. 

Section 3(c) in 4718 authorizes the Secretary to defer repayment of principal 
and Interest, a provision also Included in H.R. 3049, section 5(a). 

Section 8(c) In H.R. 3049 contains a per-borrower loan limit of (300,000 not 
Incaluded in H.R. 4718. 

Section 3(d) of H.R. 4718 authorizes the Secretary to repay defaulted loans, 
a provision also contained in H.R. 3049. section 5(a). 

Section 4 establishes the eligibility of borrowers. Including individuals, groups, 
Indian tribes, associations, partnerships, and corporations. While H.R. 8M9 
limits the program to owners of 5.000 acres or less.' there is no acreage limitation 
In H.R. 4718. Both bills require the borrower to certify that no other credit Is 
available at the same rates and terms and H.R. 3049 also takes Into considera- 
tion prevailing rates In the commimity. With the exc«^tion of the acre^e Umlta- 
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ticMi, the «UglbUltr nqvirements ara the same u for tbe ForMtrr IncentlvMi 
Program. 

Sectlcm 6<a) in H.B. 4718 llinitB tbe ammal dlabarsemcnt to $50,000. 

aectlon S(b) in H.a 4718 and 6(a) in H.B. 8049 limit the loao period of 40 

Section S(b) In H.B. 3049 and Section 5(c) of H.B. 471S guarantee 90 percent 
of the loan obllgatltm whlcli exceeds tbe market Talne of the assets Becnrlng 
the loan. This section Is also Included In H.B. 3049 as section 3(d). outlining tbe 
limits of the Federal gnarantee to lendere. 

Sectlm 5(d) of H.B. 4718 requires tbat tbe loan be secured with the land, the 
tlnd>er, both the land and the timber, or other secnritj. It is Included In H.B. 
SOW as S{a). Since most timber land has a prior lien against it, rather broad 
securit; arrangements ma; be necessary to interest private lenders In partld- 
*patlng in the program. The section also stipulates that additional security may 
include casualty Insurance on the timber or performance bond insurance on tbe 
witstandlng loon obligation. However, the bill specifically does not require in- 
surance, since it is not presently available. To make this program attractive to 
private lenders, a pilot forestry insurance program In areas where tbe loan pilot 
project is being carried out has been proposed. Sn<Ai an insurance pilot project 
could be carried out by either public or private Insurers. 

Section 6(e) limits the loan rate to one point above the current average mar- 
ket yield on U.S. bonds with comparable dates of maturity. This limit la In- 
cluded in B.B. 3049 Sectim 3(e) which also gives the Secretary the antboritr 
to subsidise loan rates, a provision not included in H.B. 4718. 

SecUon 6(t) of H.B. 4718 and 5(b) of H.B. 8049 require tbe landowner 
to maintain a state approved forest management plan In order to obtain a loan 
and allow the landowner to use tbe money In any manner. In addition, H.B. 
4718 requires tbe idan to include estimates of tbe volume of timber to be bar- 
vested during the term of tbe loan and Its value wblcb sboll be used as the basis 
for determining the loan amount. 

Section 5(g) of H.R. 4718 limits tbe loan to 80% of tbe future market valne 
of tbe timber. 

Section 5(h) of H.B. 4718 encourages periodic review of the terms and con- 
ditions of the loan. 

While section 5(1) allows resale of the loan, Section 5(]) permits pr^tayment 
of the loan and requires that income from the sale of timber securing the loan 
to be applied to tbe outstanding loan balance. The latter is unlikely, however, 
since separating land from timber for purposes of loan collateral Is not gen- 
erally feasible. 

Section G(fc) stipulates that tbe loan may be transferred to a new owner and 
that a landowner will shift to appropriate sources of credit if cme ttecomes avail- 
able during the course of the loan. 

H.R. 4718. section requires tbe Secretary to establish a committee to de- 
velop the pilot program and make recommendations on tbe expansion and con- 
tinuation of the program. 

In H.B. 4718. Section 7. requiring rules and regulations and section requiring 
an annual report from tbe Secretary are identical to sections 6 and 7 in H.R. 
3049. 

Section 9(a) of H.B. 4718 authorizes funds trata the Rural Development In- 
surance for making and insuring loans, gaaranteeing loans made to eligible bor- 
rowers, and loaning funds to lending institutions. A similar section In H.B. 8049 

18 8(b). 

Section 9(b) in H.R. 4718 and section 8 in H.B. 3049 authorise appn^rtations 
for administrative expenses. H.B. 8049 alao anthorlses subsidised interest rates 
and payments for losses guaranteed by the government from ap[wt>priated funds. 

Mr. Weaver. Are there further questions for Mr. Thornton t 

Mr. Johnson? 

Mr. Johnson. I do not mean to belabor this, and we have a number 
of other witnesses who are scheduled to testfy, but I would like to say 
this. 

I would like to a^ the Department, if they would care to, to go 
into further detail than what you have in your prepared testimony 
about the problems with commercial lending. 
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If commercial leaders would not make loans imder these kinds of 
programs to individuals on the basis of their private holding or the 
value, or whateveo* it might be over an extended period of time, then 
I do not see any iustifi«iti<m for the Govenunent getting involved 
in that type of program. 

If you would care to send additional justification for that, I would 
appreciate it. 

Mr. Thornton. We would be pleased to. 

Mr. Weaver. Without objection, the record will remain open for 
the purpose of inserting the additional material referred to oj Mr. 
Johnson. 

[llie material submitted follows:] 



Besponse to this request has b^en provided In the DSDA report on H.R. 80#8. 
This report apparentljr was not Kallable to the Subcommittee at the time of 
the bearing. 

[The bill H.R. 8049 and the report from the tJ.S. Departmwrt of 
A^culture and supplemental comm^its follow:] 



dbyGoogle 



H.R.3049 



Touilhorite ud direct tlw Secretvjr of Agriculture to conduct k pilot progrun of 
louu providing for periodic payment! to owneri of nonindustritl private 
forettkndi. 



IN THE HOUSE OF REPRESENTATIVES 
Uabgh 19, 1979 
Mr. HncKABT ((or UmseV, Mr. Weaver, Mr. Watkinb, Mr. Anthony, Mr. 
BowBN, Hr. LOTT, Mr. Araka, Hr. Obbbstab, Mr. Holland, Mr. MOF- 
FBTT, Mr. Bbvill, Hr. Bvanb ot Qeorgii, Mr. AuCoin, uid Mr. Skblton) 
- introduced the fdlowing bill; which wu refeired U> the Committoe on 
Aj;ricu]ture 



A BILL ' 

To authorize and direct the Secretary of Agriculture to conduct 
a pilot program of loans providing for periodic payments to 
owners of nonindustrial private forest lands. 

1 Be U enacted by the Senate and House of Repreaenta- 

2 lives of the United States of America in Congress assembled, 

3 That this Act may be cited as the "Forestry Loan Act of 

4 1979". 

5 FINDINGS 

6 Sec. 2. The Congress hereby finds and declares that — 



dbyGoogle 



- V X, 2 

1 (I) adequate supplies of timber and other forest 

2 resources are essential to the Nation's well-being; 

3 (2) the Nation's publicly owned forests can not 

4 alone supply needed renewable resources; 

5 (3) the Nation's capacity to produce renewable 

6 forest resources is significantly dependent on private 

7 nonindustrial forest lands; 

8 (1) substantial investment is often needed to ~in- 

9 crease the productivity of forest lands; 

10 {5) long timber crop rotation periods discourage 

11 forestry investments by owners of nonindustrial private 

12 forest lands; 

13 (6) the availability and cost of capital can be a 

14 signlRcant determining factor in a forest landowner's 

15 decision as to whether or not to undertalie a forest 

16 management program; 

17 (7) owners of nonindustrial private forest land fre- 

18 quendy are miable to obtain credit at rates and terms 

19 sufficiently reasonable to enable them to undertake a 

20 forest management program; and 

21 (8) therefore, it is in the national interest for the 

22 Secretary of Agriculture to conduct a pilot program to 

23 determine whether financial assistance in the form of 

24 guaranteed and insured loans to owners of nonindus- 
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1 trial private forest land would result in increased pro- 

2 ductivity of such land. , . 

3 ESTABLISHMENT OF PBOGBAH 

4 Sec. 3. (a) In order to encourage owners of nonindus- 

5 trial private forest land to implement and maintain forest 

6 management programs, and thereby increase the production 

7 of crops of industrial wood, the Secretary of Agriculture is 

8 authorized and directed to conduct a pilot program of 

9 making, insuring, and guaranteeing loans that will provide 

10 periodic payments to eligible landowners. Such loans may be 

11 made, insured, or guaranteed during the first five calendar 

12 years occurring after the date of the enactment of this Act. 

13 The payments shall be at such intervals (including intervals 

14 occurring after such calendar years), in such amounts, and on 

15 a per acre or such other basis as the Secretary may 

16 determine. 

17 (b) This program shall he funded, using funds drawn 

18 from the Rural Development Insurance Fund established 

19 under section 309A of the Consolidated Farm and Rural De- 

20 velopment Act and subject to the provisions governing such 

21 fund. 

22 (c) The Secretary shall make, insure, or guarantee ho 

23 loan under this Act to any one borrower in which the princi- 

24 pal amount exceeds $300,000. ---- : :■..■. .:.;...7\;;..;._: . ■: 
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1 (S) The Secretary may guarantee under this Act not 

2 more than 90 per centum of the principal and interest on any 

3 loan to any eligible borrower by any Federal or State char- 

4 tered bank, savings and loan association, cooperative tending 

5 agency, Federal land bank, or other legally organized lending 

6 institution, 

7 (e) Loans guaranteed under this Act shall bear interest 

8 at rates to be agreed upon by the lender and borrower but 

9 not m excess of such rate as may be determined by the Sec- 

10 retary. Loans made or insured under this Act shall bear in- 

11 terest at such rate or rates as are determined by the Secre- 

12 tary, hut not in excess of the current average market yield on 

13 outstanding marketable obligations of the United States with 

14 remaining periods of maturity comparable to the average ma- 

15 turities of such loans, adjusted to the nearest one-eighth of 1 

16 per centum, plus not to exceed 1 per centum, as determined 

17 by the Secretary. The Secretary is authorized to subsidize 

18 the interest rate of loans made, insured, or guaranteed under 

19 this Act at rates to be determined by the Secretary. The 

20 Secretary may also, with respect to any loan made, insured, 

21 or guaranteed under this Act pay any defaulted payments of 

22 principal or interest or any payments of principal or interest 

23 deferred whether pursuant to the terms of the loan or forest 

24 management plan or otherwise. 
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1 (0 For loans made or insured under this Act, the bor- 

2 rower shall pay such fees and other charges, and shall prepay 

3 to the Secretary such taxes as the Secretary may require. 

4 ELIGIBLE BOBBOWEBS 

5 Sec. 4. Any private individual who, or any group, 

6 Indian tribe, or other native group, association, partnership, 

7 corporation, or other legal entity which owns five thousand 

8 acres or less of nonindustrial private forest land capable of 

9 producing crops of industrial wood shall be eligible to receive 

10 loans made, insured, or guaranteed under this Act: Provided, 

11 That the applicant must certify in writing, and the Secretary 

12 must determine, that he is imable to obtain sufficient credit 

13 elsewhere at rates and terms comparable to those provided in 

14 this Act, taking into consideration prevailing private and co- 

15 operative rates and terms in the community in or near which 

16 the applicant resides for loans for similar purposes and peri- 
, 17 ods of time. 

18 TERMS AND CONDITIONS 

19 Sec. 5. (a) The total period of time permitted for a loan 

20 made, insured, or guaranteed under this Act, including the 

21 period of repayment, shall not exceed forty years. The Secre- 

22 tary is authorized to defer the repayment of principal and 

23 interest under such conditions as the Secretary shall deem 

24 appropriate. Loans insured or guaranteed under this Act 

25 shall be made upon the personal liability of the borrower and 
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1 shall be secured by either (1) the land, or (2) the timber 

2 grown thereon, or (3) land and timber, and such other secu- 

3 rity as the Secretary may require. 

4 (b) The borrower shall prepare, keep current, and 

5 adhere to an individual forest management plan which shaU 

6 be developed in cooperation with and be approved by the 

7 State forester or equivalent State official and which shall de- 

8 scribe the activities needed to establish or maintain the land- 

9 owner's forest land in a productive condition under estab- 
10 lished good forestry practices. The borrower may use the pe- 
ll riodic loan payment received in any manner he deems appro- 

12 pnate, as long as the provisions of the management plan and 

13 loan agreement are observed. The Secretary shall encourage 

14 borrowers and State foresters or equivalent State officials to 

15 use private consulting foresters, agencies, organizations, and 

16 firms to the extent possible for the preparation of individual 

17 forest management plans. 

18 (c) At the discretion of the Secretary, loans insured and 

19 guaranteed under this Act may, upon the application of the 

20 borrower and with the lender's approval in the case of guar- 

21 anteed loans, be transferred to, and assumed by, a new 

22 on-ner who agrees to the terms and conditions of the loan, 

23 assumes any outstanding liability and obligations thereunder 

24 and who otherwise qualifies under the provisions of this Act. 
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1 (d) Except for guaranteed loans, the borrower shall 

2 agree that if at any time it shall appear to the Secretary that 

3 the borrower may be able to obtain a loan from any Federal 

4 or State chartered bank, savings and loan association, coop- 

5 erative lending agency. Federal land bank, or other legally 

6 organized lending institution at rates and terms comparable 

7 to those provided for in this Act, for loans for similar pur- 

8 poses and periods of time, the borrower will, upon request by 

9 the Secretary, apply for and accept such loans in sufficient 

10 amount to repay the Secretary or the insured lender, or both, 

11 and to pay for any stock necessary to he purchased in a coop- 

12 erative lending agency in connection with such loan. The 

13 borrower shall be entitled to prepay without penalty all or 

14 any part of the outstanding principal or interest on any loan 

15 made, insured, or guaranteed pursuant to the provisions of 

16 this Act. 

17 EULBS AND EEOULATIONS 

18 Sec. 6. The Secretary shall, within one hundred and 

19 twenty days after the date of the enactment of this Act and 

20 in accordance with section 553 of title 5, United States Code, 

21 promulgate such final rules and regulations as the Secretary 

22 deems appropriate to implement the provisions of this Act. 

23 The Secretary may, in accordance with such section, promul- 

24 gate rules and regulations modifying the rules and regula- 

25 tions promulgated under the preceding sentence. 
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1 REPOET 

2 Sec. 7. The Secretary shall report annually to the Con- 

3 gress on the progress of the pilot program authorized by this 

4 Act. The Hrst such report shall be submitted upon completion 

5 of the first calendar year of operation of the program auUior- 

6 ized by this Act. The final report shall be submitted upon 

7 completion of the fifth calendar year of operation and shall 

8 include the Secretary's recommendation on whether addition- 

9 al loans shall be made, insured, or guaranteed under this Act 

10 after such year. 

11 AUTHORIZATION 

12 Sec. 8. There is hereby authorized to be appropriated 

13 such sums as may be necessary for the purposes of (1) admin- 

14 istrative expenses, including reimbursement to State foresters 

15 or equivalent State officials, (2) subsidizing the mterest rate 

16 of loans made, insured, or guaranteed 'under this Act, and (3) 

17 losses incurred through defaults on loans made, insured, or 

18 guaranteed under this Act. Such sums to remain available 

19 until expended. 
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OmcK or TKB SranUT, 

Wthittfton, D.O. 
Hon. THOHAfl 8. FwxT, 
OAofrMOB, Oommtttae on JLtpiaUtim, 
Hoiue of R»tn*e » tativea, 
WMMivfOM, D.O. 

Deu Mb. Chaiemaw : As jaa reqnMted, beie to our report on H.B. SOW, ft WX 
"To antborlse and dlrnX ttie Secretary of Agtlcaltnre to make loans providing 
tor tMclodic parments to owners of nuiindoBtiial i«lTBte forest lands." 

Ibe Departuittit <tf Agrlcnltnre rec<HmnaidB tliat H.B. 80*9 be nucted if 



1H.B. SOW woold antborise and direct tlie Secretary of Africnlture to condnct 
a flre-year frilot program to make inmred or gnaranteed loans to noniudnstrlal 
prlTate fbrest landowners. Loans would be in tbe form <it periodic payments to 
lite borrower latber Otan as a aln^e paymmt and conld be made tot periods np 
to 40 years. Tbe pnrpoee at fbt pilot program wonld be to determine If flnsnHn' 
•SflistanGe in tbe form <xt loans woold remit In increased i^odnctlTlty of tbese 
landa Uirovgb more IntensiTe management The bill aotborlies tbe Secretary 
to use tbe D^wrtmait's Bnral Derdoj^ait Innvaace Fand In making tbe loans. 
Bligilrie borrowers wonld include private Indlrldnala and gronpe, Indian tribes 
and naUre gronpe, associations, partnersUps, and corporations who own Q.OOO 
acres or lees of prlrate forest lands capable <4 producing crops of indnstrial wopd. 
FmspectlTe borrowets wonU hare to certify In writing that they are nnable 
to obtain credit elsewhere at rates and terms comparatde to those i^rovlded in the 
VBL An annual report to the Congress by tbe Secretary would be required wltb 
tbe final report presenting the Secretary's reconunoidations for continuing the 
pcogram. An appropriation anttiorizatlon of "ancb sums as may be needed" would 
provide funds for admlnlstratlTe exptfiees, snbsldlxation of the Interest rate, and 
to corer any losses to the fund throutfi default on loans: 

Autborl^ to make loans for forestry porposee is aTailaUe to tbe Departmmt 
(tf Agricultnre. Tbe Ccmsolldated Farm and Bural Derdopment Act as amendml 
(7S Stat a07, as smraided: 7 U.S.a 1821) autboricee real estate loans for cm- 
fsmtion purposes to farmers and ranclKTS wbo are owner-opnators of fkmlly 
{arms. Another section of the same act authorises loans for rural IndnstriatiEa- 
tion purposes. Administration of these programs, pardcnlariy eligibility re- 
onireiiients, has precluded many forest landowners from partldpattng. ntere 
bare b»en no forestry loans made under nSDA anthorlties since 1^0. Lrans aro 
available from private credit sources, altbou^ tbese are confined to productive 
bwests in an already well-managed ctmdltlon. Few suA loans are made because 
of competition from other Investmrait oivortunltles. 

' A loan la the form of periodic payments over several years provides a more 
positive Incentive than a ringle payment loan can jwovlde to landowners whose 
practice of forest management to hampered because of the to<^ of an annual in- 
come. Tlw payments, althoagh they would not aeceaarily have to be used tor 
torsst managuneot related purj^oses, would help the owner meet annual and 
periodiG costs ctf ownerslilp, thus enconraglng contlnnlty of management 

Tb» bill would component the loan-maUng anlhorttiee contained in the Oon- 
soQdated nirm and Bitral Devel<^ment Act, as amended. The bill's provlslonB 
— gf^fg dlglbllity, terms, and conditions are generally c(»npatible with sUnllar 
provisions In that act The bill would also complement the Federal fwestry pro- 
frams directed to [vlrate torest landowners already In place, and which were 
nceqUy updated and mutborised by the mactment of the Cooperative Forestry 
Asdstance Act of 1B7S and the Benewable Besources Extension Act of IflTfi. 

Ttie Mil to gaieraOy consistent wHb recent Departmoital analyses of forestry 
profiams. However, we beUeve soffldntt Information is not available upon whldi 
to b^gln a toll-scale i^ogram. We ccmcnr witb tbe Mil's provision tliat the pro- 
grani be limited to a Bve-year )^t program so tbat knowledge on landowner In- 
tneat and response may be gained. We recommrad several technical and clari^- 
Ing amendments that would eetabUsh a closer reUtlondilp betwe«i this program 
and the Department's existing loan making authorities, Inclndlng one which 
darifi^ the appropriation autboriaatlon. 'Fheoe are listed In the enclosed supple- 
mental statonait We also recommend tlie bill authorize, but not direct, the 8ec- 
tetaiy to conduct the pUot program. 
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<W« catimate tbe co«t of ■ fiv»-7wr pUot program to be |8S0,O0O per year. TUb 
Is for the porposee listed in tbe approprlaUoo aatborlsatlon. As additional sereii 
B^ederal person-years wonld be required to administer the program. Additional 
personnel Impact would occur on State forestry agencies which would be InTcdred 
In the administration of the program at tbe field lev^ 

The Office of Management and Budget adTlses that there is ao objection to the 
presentation of this report from the standpoint of tbe President's prognin. 
Sincerely, 

Bra BKBai.UTi>, 



Xncloanie. 

U8DA SuppLEMEinAi. Stateubkt H.R. 8049 "Fobutbt Loak Act at ISTS" 
vuotrsaioii iw fbovibiors akd becx»iukii[iation8 (auesdmiiits aee usmi 



Nonlndustrial private forest landowners have a key role In ani^lylng the 
Nation with timber and other forest resources. The 296 mtUlon acres of com- 
mercial forest land which they control comprise 5& percent of Hie total area 
available for supplying these renewable resoarceB. The productivity of these 
lands is of public concern wben viewed from tbe perspective of the need to 
assure that the Nation's long-term resource needs are met. Tbe availability 
of credit throogb a federally insured or guaranteed loan program would further 
complement the present array of tbe Federal Government's forestry programs 
designed to encourage better management of the Nation's privately-owned forest 
lands. It would spedflcally complement programs of education, research, tedini- 
cal asstatance, resource i»otection, and 'cost-sharing incenttves which are already 
in place, and which were recently updated and reautbmized by the enactment 
of the Co(q>eratlve Forestry Assistance Act of 1978, the Forest and Bangeland 
Renewable Resources Research Act of 19T8, and the R«iewable Resources Ex- 
tension Act of 1978. It would provide a source of credit to many rural residents 
not now Included in tbe Department's present agricultural loan programs ; 
namely, forest landowners. 

Authority to make loans for forestry purposes is available to tbe Dqiartmait 
under the provlrions of the Consolidated Farm and Rural Development Act, 
as amended by the Agricultural Credit Act of 1978 (75 Stat. SOT, as amended; 
7 U.S.C. 1021). Hie real estate loan program authorized under subtitle A of 
the act includes land and water develiqiment, use and conservation as puriHtaw 
for sod) loans. These are carrently lump-sum loans with terms up to 40 years. 
Tbe loan limit for an insured loan is ^00,000 and a guaranteed loan Is (800,000. 
Tbe loans could be used to purchase, develop, and Improve torest land or to 
harvest or process forest products. Interest rates, under the lOTS amendments, 
are to be set by tbe Secretary, but cannot exceed the cost of mmiey to tint 
Government. To be eligible, btnrowers under this program must be owneropM" 
ators of not larger than family farms, deflned as those farmers who live on 
the farm and make a substantial proportion of their annual Incmne from the 
farm. Aimed primarily at farmers and ranchers, the program's eligibility require- 
ments exclude tbe landowner who owns only forest land. A special forestry low 
Interest rate (S percent) loan program was In cfTect under this anthorll; In tbe 
period 1963-1970. There were 1,169 loans to farmers totalUng ¥8.991,19S made in 
that period. Most of the loans were made for land purchase or reflnancinc ol 
debt It is beUeved that tbe limited participation was due to tbe restrictions 
on eligibility. There have been no forestry loans made throng this program 
since 1970. 

Tbe act also authorizes rural lndustriaIieatl<Mi loans for the pnrpocw of Im- 
proving, developing, or flnanclng business, industry, and employment and im- 
proving the econtnnlc and environmental climate In rural communltlea. Hits 
loan program Is not limited to farmers and ranchers who are owner-operabws 
of family farms. No loans to private nonindustrtai forest landowners have been 
made under this authority as available funds have been quickly ntlUsed for non- 
ftmetry purposes. 

Loans from commercial sources are also available to forest landowners. Hie 
Federal Land Banks make loans on up to 85 percent of the appraised valne 
•of the forested property at a variable Interest rate for a period of up to 40 yeara. 
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The annual rate Is determined br the Board of IHrectors of the District Federal 
Land Bank and approved br the Farm Credit Admlnletratton. The national 
banka (membeni of the Federal Reserve System) can make loans although these 
are more restrlctlTe la that mortgasea cnsbHiiarlly do not exceed 10 yean and 
the Interest rate la more competitive with the existing money market. Insurance 
campanies are the onl; major source of private long-term loans for forestr; 
purposes. Interest rates are competitive. Because of competition with other 
Inveatment opportunities with more attractive returns, few such loana are 
made. Loan repayment can be adjaated to timber harvest, delaying payment 
of principal until Income Is realiced. To obtain and keep a loan frgm these 
private sources, the forest land must be In a productive, well-managed condi- 
tion under an approved management [dan. This greatly restricts such loans 
from being made, limiting them to owners who have the capital to make Initial 
investments on tiieir own. Private lenders are further discouraged from making 
loans to owners contemplating management due to the long growing periods, 
uncertainties In yields and future markets, and risks of losses from fire, ibsects, 
and diseases. 

H.B. &04& would help overcome this d^dency by making credit available to 
the majority of nonindustrlal private landowmrs whose forests' productivity 
could be increased by management. An insured loan would flU the void created 
where private credit sources were reluctant to provide funds. Guaranteed loan* 
would provide encouragement to private lenders who are interested In making 
forestry loans but find the risks too great to assume themselves. The Federal 
guarantee would be limited to a maximum of 80 percent of the principal and 
lAterest on any loan made by a commercial credit source wbldi would include 
Federal and State chartered banks, savings and loan associations. Federal Land 
Banks, or any other legally organised lending agency. We recommend that a 
provision be added that would require the Secretary's approval of any lending 
agency making guaranteed loans. 

The bill would be particularly directed to those landowners who are deterred 
from making InvestmMXts in long-term management programs on their lands 
hj the lack of cash flow. The Inability of the forest to provide annual returns 
to offset the annual and periodic costs that must be paid Is a significant obstacle. 
Tblfs lack of cash flow can result in lack of management, reduced productivity, 
and, oftentimes, premature harvest. The period payment to be jwovlded Iff 
B.R. 8049 would provide an amount representing an appropriate installment 
of the loan amount. The Installment could be provided on an annual or less 
frequMit bods depending upon the needs of the landowner. We believe the 
ttord "dM>nrsement" describes this prindpal amount more accurately than 
"payment" and reconunend It t>e substituted throu^iout the Ull. 

The forestry loan program, although autborlaed by separate legislation, 
would be established within the framework of the Department's existing au- 
thorities. Because of the uniqueness of forestry loans, yrbta compared to agri- 
culture loans, this approach Is preferred. The provUdons of H.B. 8049 are 
gteerally compatible with the provisions of the agriculture loan programs now 
administered by the Department under authority of tbe Consolidated Farm and 
Rural Development Act. as amended by the .A^cultural Credit Act of 1978. 
BpedAcally, tbe bill would auttaorlie the Secretary to use the Rural Dcrelop- 
m^it Insurance Fund as authorised by Section SOOA of that act to provide fnuds. 
We believe a forestry loan program sfaould be closely tied to that act We otter 
several amendments that would Insure this close tie, including tbe addition of 
teneral provisions taken from the act relating to the "full fkitb and credit of 
die United States" supporting loans made and tbe "anthorlty to sell" provlaloa 
of Section SIOB(S). 

The Interest rate charged borrowers under an insured loan program would 
be set by the Secretary but conld not exceed the cost of money to the Govern- 
ment, adjusted to the nearest one-eighth of one percent. To this rate the Secretary 
could add up to one percmt additional to provide tor losses and for ad> 
ndhlstrative costs. Since the t^ proposes to use the Rural Development Insur- 
ance Fund to make tbe Insured loans, we believe tbe Interest rate provisions 
should 1)e consistent with other insured loans made from that fund. Tbis would 
require consideration of the cost of money to ttie Government but would be 
adjusted so as to be comparable to rates prevailing In tbe private market, plus 
additional charges, as prescribed by the Secretary, to cover losses and adminis- 
trative costs. Guaranteed loan interest rates would be Siose agreed to by the 
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borrower and Imder but could not exceed a limit Mt tv tl 
this rate may stUl exceed tbe flnandal ablUtr of tbe landowner, tbe B«entw 
conld mbsldiie tbe guaranteed Interest rate to oar level be cMcrmlnet. We 
recommend tble prorision be deleted. We belleTe a detennluatton of the need ftit 
credit by foreet landowners mast be made under actual condiUoiu wber« tbe 
landowner would pay prevailing rates <a int»eet. 

Borrowers recelvteiK loans would be required to pay tbe feee and otber diaigea 
for such expenses as attorney's tees, titling fees, or forest tnanasanent pluu 
as tbe SecreMry would require. We suggest tbat tUs authority be broadened 
to allow t3ie Secretary to charge the lender a fee for gnarante^ng a loan. The 
bill would permit the Secretary to require the borrows to prefiay taxes. 

Tbe loan would be made on the personal liability of the borrower, and would 
be secured by either (1) the land. (2) tbe Umber growing thereon, or (S) tba 
land and the timber, plus any other security the Secretary may reqnlrb Tbe 
bill is not dear on whether tbe land and timber provided aa securUy la tbat 
directly affected by the loan or all tbe real property of the borrower. We r«com- 
meud that the security be based only on that real property with respect to 
which the loan Is made. The maximum loan amount could not exceed |80(M)00 
for either an insured or guaranteed loan. 

lie loan program's eligibility requiraneats are dos^ rdated to tbe reqinlze- 
ments of the Department's Forestry Incentives Program which provides cost- 
sharing to nontndustrlal forest landowners. Eligible landowners would Indnde 
Individnals, groups, Indian tribes or other native groups, associations, putim- 
ships, corporations, or other legal entitles. We would expect the twm "dmi- 
industrial" to be applied in the same manner as In the Forestry IncentlTes 
Program wblch would exclude persons or companies tliat aie i^tpcl pally «i- 
gaged In the business of manufacturing forest products or proridliig pnbllc 
utilitr services, except for otherwise eligible forest landowners wbo provide 
services or manufacture forest products on an Irregular or part-^Ume basis. To 
be dlgible, all of the above named nontndustrial owners would certify in wrlttng 
that they are unable to obtain sufficient credit from a «»amerclal credit soarce 
to finance their needs at rates and terms comparable to those provided in tbe 
bill. The Secretary would be required to verify this certiflcatlon. 

Maximum size of owner^ip of any eligible borrower would be 0,000 acres 
of forest laud capable of produdng crops of InduBtrlal wood. The program conld 
then Include larger ownerahlpe than those reached by the Forestry Incentives 
Program whidi is limited to a maximum of 1,000 acres (except when waived 
by the Secretary). This would allow financial asslstiince to those larger land* 
owners who wonld be best served by credit. We would expect tbe limitation of 
"lands capable of producing crops of industrial wood" to be applied aa in tiie 
Forestry Incentives Program, meaning forest land capable of [omdudnft at 
least 50 cubic feet of additional wood vdnme per acre, per year. We beUeve 
that the periodic disbursements provision provides am eans to further insure 
that loans are dlreded to the moro prodnctlve forest lands. We wouM expect 
that the periodic disbnrsement would be determined by the value of tiie annual 
timber increment that would occur on the forest land, averaged over the period 
of the loan. The more productive lands would provide laiger periodic 
disbursements. 

Insured or guaranteed loans under the pn^ram would have a repayment period 
of up to 40 yenrfi. a period consistent with that of other Department loan jiro- 
grams, nils period would cover the time requ'red from reforefltatlnn to flnal har- 
vest only on the more productive forests in llie South. It would apply as weU as 
sapling and pole-slsed forests in that region and in other areas of the Nation. A 
provision In section S(a) would authorize the Secretary to defer rwavmenta nf 
prindpal and interest under conditions set forth by tbe Se"ret8ry. We would 
expect that any deferral period would terminate and repayments b^ln when tbe 
borrower make a commercial harvest of timber from the laud with respect to 
whldi the loan is made. The hill is not clear on how the Interest that accruea on 
the prindpal amount disbursed during a deferral period would be lepnyed. We 
recommend tbe addition of clarl^ing language that wonld add this Interest to the 
principal amount on an annual basis. 

The bill requires that a management plan be developed and kept current for 
the individual forest ownership as a condition of the loan. The plan woaM 
delineate the forestry practices necessary to develop and maintain a productive 
forest. The State forestry agency would assist the borrower In making tbe plan, 
either by directly assisting or by encouring the landowner to use private con- 
sulting foresters. The State Forester's approval of the plan would be required. 
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Hie tontt nmaagmatatt plan's fworlsioiu would hare to be otMerred but die 
pertodle AMnmanentB would not iMceMurlly takre to be oaed to do tbls. How^ 
er«r, we bcUore that InterMt chatSM on the periodic dlBbnraementa Bhonld be 
k^ cnrrait and paid np. Otberwiw, Interest woald be accrnlng on Intereet. Tbs 
net effect of tlils would be a beavy flnandal burden on tbe long-U-rm borrower. 
We recommend the bill regnlre tbe borrower to pay accnmnlated Interest and 
any other charsM at the time be recetres tbe dlsbnraement. Tbls coold be done 
19 dednctlns tbe Interest on tbe previous dlsbnrseniest from tbe carrent dla- 



finest land upon which the loan la baaed or to terminate the forest management 
procram which la set forth In the forest management plan. We recommotd a 
prorlalon be added that would require Immediate repayment of all prlncipai 
and accrued Interest, and any interest subsidies or other costs Incurred b; the 
GoTsnuiMiit In maldiiK the loans dioald either of these events occur. FurDier, the 
Secretarr should be permitted to a sses s a penalty tn addition to the r^uif mmt. 
nte bin does permit the loan to be transferred, without penalty. If the new owner 
qnallfles under the ellglbtlllT prorlAona, assumes the outstanding liability and 
agrees to the terms and ctmdltions of the loan. The Secretary would approve such 
a tranater along with tbe lender. In tbe case of a guaranteed loan. 

Tb» bin requires that borrowers agree to "graduate" from a federally insured 
loan (refinance their loan) to a private credit source. Ttiis would happen If the 
borrowers' flnandal situation improres to the point where th^ could obtain 
credit from commercial sources at rates and terms comparsble to those provided 
ihthlsblU. 

Tlia avallahllltT of long-term credit for nonfarm forest landowners has been 
examined by several organisations, both private and public, in the last 10 years. 
Host recently, the Department has completed a comprehensive study of tl^^ 
IMeral Government's forestry programs. This study, made at the request of the 
PreeldMit In his May 28, 1B77. Environment Message to Coi^ress, examined 
ssreral possible approachee available to the Federal Qovernment to stimulate 
the eaosaratlon and management of nonindostrial private forest land. A f oreattr 
loan program was one such aivroach suggested. However, the report cites the 
laA of fixperioMe in administering a long-term non-aKricultnral loan mogram, 
and the need for information on landowner Interest and response, and concludes 
that farther study Is needed before a conclusion and reconuuendatioii dan he 
Blade. 

H.B. 8019 could provide tbe means to gain the needed knowledge on program 
mwation and landowner response. Operation of the pilot program within existing 
I^DA. facilities <m a limited scale and in sdected counties In the Nation would 
pnivUe the Information. The fiv»-year pilot period Is adequate to do this. A 
reqnirement In the bill to report to Congress can be the means to monitor progress 
of the irilot loan program. We recommend tills requirement be clarified to specify 
the content of the final report. We envision the pilot program operating in five 
Btatea and would involve approximately 20 counties. A regional distribution is 
rsconunended in order to determine response by owners of differing forest condl- 
tiraa, snch as three southern States, one northern State and one western State. 
Belectim of a county w group of counties within these States In whldi to conduct 
tile pUot i^rogram would recognise (1) a concentration of eligible and potoitlal 
borrowers, (2) foreet land and mai^et conditions condudve to intensified man- 
agMBsnt, and (S> an existing administrative structure capable of handling the 
added workload. Bmphasis of the pilot program would be on determining forest 
landownn' respcmse to a Federal forestry credit program and more precisely 
~ ~ ~ g the dMails of tbe pn«ram. Number of loans made would be of secondary 



Inmortance. However, we would estimate that, based on average forest condittons 
md Epical nonlndustrlal ownerships, about 20 loans would he made In each 
Stale in eadi year of the ^lot program. Aasumlog an annual disbursement that 
avenuns 120.00 per acre, per year, and a typical ownership of 260 acres, approzl- 
nmttfy f2JS0O,OOO would be loaned In the five-year program. 

The Mil has an appropriation autborieation of "such sums as may be necesssry" 
to tverate the pilot program. Although loans would be made from tbe Rural De- 
vrimment Insnrance Fund, the authorlsatlmi wonld provide funds to administer 
tlte five-rear pilot program. Amnt^rlations would be used to pay administrative 
a x p cmsea , Indnding costs incurred by State forestry agencies for the technical 
e they wonld be asked to provide and to rdmburse the Rural Develop- 
it inanrance Fund for the. costs incurred in sabsldising the interest rate of 
e toana and for losses which may occur by dtfanlts on loans. We recommend 
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tbat the proTlaloii in secti<m S(b) tbat anthortiee nse erf the fund for s toTtMtj 
loan pragnm be rerlsed and Incorporated Into this new section eo that both timd- 
ing authorities are together. 

■ECOUKEiniB) AIUllIlliEIITB 

1. Change the word "parmcnta" to "dlabtmementa" in the following locattona In 
die bill : Porpoee sUtement ; llnea 10 and IS, page 8 ; line 22, page 4 ; and line 
11, page & 

2. Delete the words "and direct" in the purpose statenent and on line 8, page 8. 
While we believe that the pilot program shonld be clearlf anthorUed we fed 

it Bhoold not be directed. 

3. On line 9, page 8 change the words "insuring, and gnaranteelng" to "insnrad 
and guaranteed." 

4. Delete Babsectl(Hi8(b), page 3 and redesignate BabBectlonsS(c), (d), (e) and 
(f) as S(b}, (c). (d) and (e). Antfaorisation to use the Rural Development In- 
snrance Fund should be a part of the appropriation anthoriiatlDii. Langnage 
to do this is contained In recommended amendment 16. 

5. On line 6, page 4, delete the period and Insert the words "approved by the 
Secretary" after the word "Institution." 

6. Delete the words "making" on line B, page 3. Delete the worda "made" on 
line 11, page S; lines 18 and 20; page 4; lines 10 and 20, page 5 and on line 16, 
page 7. Delete the words "make" on line 22, page 8. Delete the words "made or" on 
line 10, page 4 and on line 1, page S. 

Dse of these worda suggests the Secretary could provide loans from direct 
approprlatlona but the bill prescribes the use of a revolving fund. 

7. Delete the sentence beginning on line 10 and ending on line 17, page 4, and 
insert the following : 

"Loans Insnred under the Act shall bear interest at snch rates as aball be de- 
termined by the Secretarr, but not less than sucli rates as determined by the 8efr 
retar; of the Treasury taking Into consideration the current average market Tl^d 
on outstanding marketable obligations of the United States with remaining pe- 
riods of maturity comparable to the average maturities of snch loans, adjusted in 
the Judgment of the Secretary of the Treasnry to provide for rates comparaUe 
to tlie rates prevailing In the private market and considering the Secretary's In- 
surance of the loans, plus an additional charge prescribed by the Secretary, to 
cover the Secretary's losses and cost of administration, and further adjusted to 
the nearest one-elgbtb of 1 per centum." 

8. Delete sentence beginning on line 17, page 4, and ending on line IB. 

9. On line 1, page 5, Ins^t the words "or guaranteed" after the word "Insoied" 
and on line 2, insert the words "or lender" after the word "borrower". TUa amend- 
ment would permit the Secretary to charge the lender a fee for the guarantee. 

la Add the following two subsections to sectltH) 8 (following line 8, page S) : 
" (f ) Any contract of insurance or guarantee executed by the Secretaiy un- 
der this Act shall be an obligatlcHi supported by the fnU faith and credit of 
the United States and incontestable except for fraud or misrepresentatltm of 
which the holder has actual knowledge. 

(g) Tbe proviBlonB of section 810B(6) <a the Consolidated Farm and Bnral 
Development Act (75 Stat. 807, as amended) shall apply to loans insured 
or guaranteed under this act" 
Addition of these subsections is necessary to be consistent with the provtaluis 
of the Consolidated Farm and Rural Development Act. 

11. On line 12, page S, delete tbe word "he" and insert the words "the aHiUcant". 

12. Insert a period in lien of the comma following the word "Act" on line 14, 
page S, Delete the remainder of that seutence. 

Since loans for forestry purpose wonld not be available in tbe ap^cant's com- 
munity, this "credit elsewhere" test must be liimted to tbe rates and terms set 
forth in tbe bill. 

13. On line 2, page 6, after tbe word "timber" add tbe words "with reapect to 
which the loan Is made." 

14. Revise the sentence beginning on line 10, page 6, as follows : 

"The borrower may ose the balance of the periodic loan diebursanent re- 
ctived, after bringing Interest and any other charges cnrrent, for any par- 
pose the borrower deems approprialx, as long as the provisions of the man- 
agement plan and loan agreement are observed." 
We do not believe tbat interest should accrue m tbe periodic dlsboisemoita. 
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Iff. Cowrt the foUowtng new anbMcUon foUowlng snbMctlon (b) of Mctioo 5 
and reletter BDbsectioiu (c) and (d) as (d) and (e) ; 

" (c) Borrowers wlio sell tbe forest land with respect to wblcb tbe Insured 
or Boaianteed loan Is made before tbe loan term Is completed or who do not 
canr ont tbe activities prescribed by tbe forest maoaBemait plan teqnlred 
br section 6(b) sball be required to make Immediate repayment of all i»in- 
dpal and accrued Interest, ^os Interest subsidies and otber cost* whldi may 
bare beM incurred by the Secretary In making the loan, except aa provided in 
section S(d). In addition, the Secretary is anthorlEed to assess penalties as 
tbe SecretaiT deems appropriate, opon the termination of the loan or failure 
to carry out the forest management by the borrower prior to the time agreed 
npon by tbe borrower and the Secretary, and the lender, in the case of gnar- 
onteed loans." 
16. On lines T and 8, page 7, delete the words "for loans for similar purposes and 
periods of time". 

IT. Berlse the third sentence of section 7 beginning on line 6, page 8. to read as 
follows: 

•Tbe final, report thaU include an evaluation of the pilot pr<;^m and the 
Secretary's recommendation on the need for, nature, and scope' of a penna- 
nmt forestry loan program." 
18. B^lace the exlsUng section 8 on page 8 with tbe following : 

AUTHOBUATION OF TUlUm 

"Se<:^ 8. (a) The Baral Devdcvment Insurance Fund establislied under sec- 
tion SiOOA irf the Consolldsted Farm and Rural Develo[»nent Act (76 Stat. 
807, as ammded) including the provlslona governing snch fund, shall be 
used by Uie Snxetary for the operation of tbe pilot program, and for the dis- 
charge of the obligations incurred by the Secretary under this Act. In addi- 
tion, the Secretary may use such fund to defer payments of principal and 
inters yrtttt respect to loans insured or guaranteed under this Act and pay 
expenses and fees incident to such deferral. 

(b) Tliere are hereby authorised to be appropriated annually such sums 
as may be necessary (1) to reimburse the Rural Development Insurance Fund 
for the costs Incurred by the fund In the operation of tlie pOot program cre- 
ated by this Act, and (2) to cover the administrative expenses of the Secre- 
tary and other program costs necessary to carry out tbe provisions of this 
Act, indnding r^mbnrsement to State forestry sgendee for providing ttie 
services described In section G ( b ) of this Act 

<c) Commitments to insnre or gnarantee loans ore authorised for any 
flscal year only to the extent or In such amounts as provided in appropria- 
tion acts." 

BUDorr AKD PESsoiTinx xeqciieuints 

If amended as we recommend, the annual cost of administering this pilot im>- 
gram would be about $380,000. TblB would recognise the two items listed in sub- 
section (b) of the proposed appropriation authorisation. About $280,000 of this 
amount would be needed for salaries and expenses. 

Addltioaal USDA perstmnel would be required to administer the pilot program 
in those States and counties where it would operate. We estimate that seven addi- 
tional Federal person-years would be needed at tlie National, State, atid county 
levels. In addition. State forestry agencies would be Impacted by tbe requirement 
that it assist the borrower in preparing a forest management plan and approving 
It About one-half person-year per State would be required. Costs for this tech- 
nical assistance would be reimbursed by tbe State agency and are Included in tbe 
amount cited above for salaries and expenses. 

Mr. Wbavek. Mr. Thornton, we want to thank you very mudi for 
your testimony. 

In deferencB to the person who first proposed to this conunittee 
the idea that we have before us, and which Congressman Huckaby has 
taken up, I would like to call to the witness table Mr. Walter Myers, 
executive vice president. Forest Farmers Association, Atlanta, Qa. 

We want to oe sure to have the full benefit of your testimony, Mr. 
Myera. 
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We want to thank you, and we would like for you to proceed at tliis 

STATEKEVT OF 3. WAIT£S XTIXS, TK., EXECUTIVE VICE VSBSl' 
SEHT, rOBEST PABMEK8 ASSOCUTIOH, ATLAHTA, GA. 

Mr. Htebs. Thank you, Mr. Chairman. 

Having heard some of the questions this morning, I ajn perhaps ap- 
proaching my testimony with a hit of trepidation hut hopefully I may 
be able to answer some of the questions and certainly I feel like it was 
not my idea but maybe I helped get us into this situation here. Maybe 
I can hdp clarify some of these thmgs. 

My name is J. Walter Myers, Jr. I am the executive vice prudent 
of the Forest Farmers Association which is headquartered in Atlanta, 
Ga. Forest Farmers is an organization of private timberland owners 
and primarily small, individual owners in 15 Southern States. Our 
members own over 40 millitm acres of commercial forest luid. 

My testimony today is on a substitute version which I underetsud 
has been given a nuniljer, H.R. i7l8, of Mr, Huckaby's bill, the Forestry 
Loan Act of 1979. 

First, I would like to say that the Committee on Agriculture and 
these two subcommittees are to be commended on their interest in in- 
creasing productivity on private, nonindustrial ownerships. Our as- 
sociation has given a great deal of study over the years to the mattw 
of motivating the private, nonindustrial owners who hold approxi- 
mately 72 percent of the commerical timberland in the South. Tlie hulk 
of my testimony will be about the South. I am provincial. Irealize 
there are other sections of the country. I worked in the Soiith. I 
would not propose to offer suggestions on how the Western forests 
should be managed, but I think I may have some knowledge that may 
be helpful with regard to the South. 

We feel like the private, nonindustrial, small owner is by all meas- 
ures the key to increasing the region's and the K8ti<m'8 tiihber 
producti<m. 

I think it might be good here to add a point. First of all, our cur- 
rent programs have not produced the desired results. We are losing 
about 1 million acres of pine timberland which is among the fastest 
growing species. This is per year. There is a slow crisis which has 
occurred. Also, timber is the basic life support consumer product 
People are not raising trees to raise trees. They are raising trees 
because there is a market for them, if there is a market. 

If the Nation does not need the timber, gentlemen, I would be the 
first to say that we do not need an incentive program. I would say that 
we ought to cancel the whole thing and go home. That may soimd like 
a very dramatic statement, but I really mean it. If the Xation does not 
need the timber, and if the Nation's consumers do not need the timber. 
then we are spinning our wheels. 

However, I think we need the timber. All the studies show that we 
do. That is why I think we are here today. That is the justification tor 
the program. 

Current incentives programs, such as the forestry incentives pro- 
gram, or FIP, is showing food results. We have 1 million acres eitiier 
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in timber-stand improvwnent or planting that has been accomplished 
anoe this prosram was organized, but this is but a drop in tiie bucket 
This is a sooa program. It is lowing results, but it is not going to be 
si^cient. It only addresses one phase of the problem. 

Another and perhaps more important issue is how to provide the 
owners wit^ cash flow necessary to meet current expenses like property 
taxes, fire protection, management expenses, and so forth. This is one 
of the bluest single hangups to getting these owners interested in de- 
veloping their timberlands. 

We are not subsidizing these owners. We ourselves as timberland 
owners uid the small people that I represent, are not interested in a 
sahsidy. If Congress doesnt think it is importiant, we will grow about 
as much timber as we are growing now, and that is it. 

We are not coming here bo say anything different. We are not coming 
here a^ing for a subsidy. If the Naticm does not need the timber, then 
no more program is needed. 

Many landowners feel that they will never live to see a return on 
their timberland, so why ^ould they invest in timberlands ( They 
go to the hankers and their buikers are very reluctant to lend them 
money on such long-term bases. With coUatertJ t^ey often consider 
this dubious at best. 

Yet, we foresters — and I am a forester by profession — wonder why 
it has been so difficult to get this private, nonindustrial owner in- 
terested in raising trees. I think he is smarter than we are. He says 
it is not a good proposition and so why should he raise trees. He has 
better investment alternatives. 

The Department of Agriculture has had many years of CMwrience 
trading money to fanners and other rural residents. The loan ex- 
perience has been good from all I can determine. 

It makes sense, therefore, for the Department to offer such a pro- 
gram for timberland owners. This is why I feel the Huchaby bill 
d and timely one. 



. Inere is also the matter of energy that I had not put in my prepared 
testimony, but I think this is a vital renewable resource. It can pro- 
vide energy in many ways and be a substitute for more energy and 
a more energy-intensive situation sudi as steel and thin^ like that. 

No single agency or group, however, in the United States is able 
to do an experimental pioneering program of tiiis type as can the 
Federal Government. 

We feel that, if it proves sound, we would like the private sector 
to get into it. We do not want the Giovemment to stay m, but we do 
not feel like the private sector is going to pioneer the program. Ite 
insurance companies have made some steps this way, hut they are very 
cautious businessmrai. This makes sense. 

I do envision the need, perhaps, for a substantial period of time for 
guaranteed loans until the soundness of this approach can be dem- 
onstrAted. I would be the very first to -say that, if it does not prove 
sound, let's drop it and try to think of something else, if this Nation 
needs the timber. 

With this background, I would like to make a few observations imd 
sufnKStions on the bill. 

First, we feel a pilot program is a great idea. 
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Second, I cannot envision the prograia being an expenslTe pro- 
gram. We would not attempt to grOTr timlMr on all acres of 
timberland. 

It would be like the FIP program where the program can be jus- 
tified and the statistics justified. There have been computer aiulyses 
run on this program. If they show there is a strong possibility of 
coming out well on it, then that would be great. Let's u% thoae acres. 

Where there is not, let's not use those acres. 

Third, the administrative overhead should be low, uBing the existing 
agencies. 

I would raise a question here. I think this becomes obvious to the 
committee. The Forest Service needs to play a substantial role 
in this program. They are not written in as one of the agencies. It just 
says the I^partment of Agriculture. However, someone is going to 
have to write naticmal regiuations. I tliink that the Forest Service is 
the agency most qualified. The Farmers Home is not in the forestry 
business. 

Another point is this. These loans would provide important oash 
flow to private individuals with little or no strings attached to the 
money, or how it is spent. I think this is very important. Some pet^le 
say it is a great get-nch-quick scheme. It is not that. 

These people have ad valorem taxes that are getting to be out of th» 
world. It is one of the most serious problems in the Nation, not just in 
the South. Ad valorem taxes in the States of Georgia ajid Alabama 
have gone up 40, 50, and 100 percent. A man who owns 1,000 acres is 
faced with an out-of-pocket expenditure of $2,000 a year, for example. 
That is just for taxes. That is before he even p^s any other expenses. 

Furthermore, let me say this. These people — I am talking about the 
South. I know the South. This is where most of the private, nonindus- 
trial timber i& We are talking about the South. 

They are not primarily in the forestry business. It is an adjunct to 
a farm, but they still own 72 percent. This is roughly 200 million acres. 
They own about 140 million acres of prime commercial timberlanud. 
They don't need the Nation as much as the Nation needs them. If we 
are going to increfi.se our timber productivity, this is where the opp<MV 
tunity exists. 

Mr. Chairman, I see the red light is on; would you like me to step! 

Mr. WsAviat. Mr. Myers, we do have time limits. I am going to ask 
you to conclude now, if you will. Please sum up what you have to say. 
We will appreciate it. 

Mr. Mters. Yes, Mr. Chairman, I will do that. 

Basically, what I have to say has be«i said already, Mr. Chairman, 
but this will enable and iMidowner to keep his land. There are some 
imix>rtant social adjuncts to tliis situation. I don't believe it is good 
for these people to move to the city and have to sell their land to ftieir 
companies. It would enable people to stay on their land and keep 
their land and perhaps sell their timber for a higher price and not 
lease it to a big company and then let the company have first refusal of 
it. They can sell it to whomever they want and have an open market 

I believe most of these loans would be less than 40 years. I really do. 
The most important place would be where someone had pulpwood- 
size ti-ees and in 10 to 15 years they would grow up. 
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I would like to see it so the Ituidowner could quit receiving money 
if he wanted to. If he signs up for the progmm, and then he inherits 
money or something, then he mieht not need to participate. I think 
you ought to be able to stop and, maybe, pay the interest annually. 
Then when the timber is ripe, cut it. This could be handled m 
regnlationB. 

I think it would be good if the timber could be used as a collateral 
and not put a lien on the land. Most of these people already have one 
mortgage. They might be reluctant to take two. Few people own their 
land m fee simple. 

There ought to be some type of crop insumnce. That would be vital. 
The private sector is getting mto this. 

I would like for the Fanners Home Administration to be only an 
administrative agency. I would like for the State forester to select the 
people. I think everybody who is eligible should participate. I mean 
by that that everybody ^ould participate whose Ituid is qualified to 
be sufficiently productive. 

There will be a lot of other questions, but one quick point is this. 
I hope we would not load this up with environmental restrictitms. I 
think this would kill the bill. 

That is my stat^nent, Mr. Chairman. 

Mr. Weaver. Thank you very much, Mr, Myers. 

Without objection, your entire statement will be placed in the 
record. 

[The prepared statement of Mr. Myers appears on p. 88.] 

Mr. Weaver. Let me ask you two questions very quickly, Mr. 
Myers. 

You stated that the maximum loan value should be the multiple of 
the acreage — the term of the loan and $10 per year. Do you still feel 
this maxmium loan value is adequate? I am talking about the $10 
per year per acre. 

Mr. Mters. I am not sure I understand the question. 

Mr. Weaver. You stated that the maximum loan value should be 
the multiple of the acreage. 

Mr. Mtekb. No, I do not believe that is my statement. 

Mr. Weaver. Excuse me. We took tlds man a 1977 letter. Fo^ve 
me. We still want to know if you thought that was the same position 
you had ? Two years is a long time. 

Mr. Mtebs. I would think that the figure mi^t be variable I think 



Jonnaon bad an excellent point earner. He raised the question 
he productivity of land. If it will not pay the loan at uie end, 
tb^ of course, you do not want to get into a situati(»i like that. 

But in some lands in some sections of the country, $10 per acre 
mig^t be what it would grow, and I think we have tables — sure 
there are going to be defaults. We know that. It would be impossible 
to devise any program that didnt. In some parts of the country, you 
might wKDt to make the level $25 per year. Some you might want to 
make $10. 

I have sufficient faith in our State foresters and Hie ccsisulting 
foresters and others who would participate in the program that that 
trpe of thing eoald be worked out. I would not like to see us, unless 
tjie committee wants to, tie this down. We have the soil bank, the 
acreage reserve prc^ram, which was highly successful. We got 2 
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miltion ocree planted in the South where people said it waa a giveaway 
pn^ram. Taey said when they got through they would cut it aU 

Mr. Chairman, 75 to SO perc«it of that soil bank land is stiU in 
trees. It is the most successful reforestation pn^jam that we have 
ever had. 

Mr. Weaver. That is an interesting comment and a valuable one. 
I find that most interesting, 

Mr. Myers, I start from the premise that this Nation is going to 
need this timber. They are going to need it badly. We must make 
sure that the private landowner has the incentive to plant these trees 
today and manage them. 

Is this program that we have before us today, from the point of 
view of the small forest landowner, the most attractive program we 
could put out! Is there anything else we could do to get these peofde 
to plant trees and manage them t 

Mr. Mters. I do not oelieve the answer is going to be found ill any 
one pn^ram. Different programs are going to be attractive to difffflient 
people. There will be some people who will not be interested in this 
pro^lLm, but they might he interested in a tax credit or a tax writeoflf 
for Uiis type of tlung. 

I think that is what we need to offer. We need to offer an array of 
programs. I think this would be a very attractive program. WhetJier 
it would be the most attractive, I honestly do not know. I wish I could 
come here and say that I really believed this, but I think that this 
is no more complicated than the company leases that the landowners 
are getting involved in. I think that is an important point 

Im*. Weaver. That is another good point, lagree with you. Private 
iiulustry is actually doing something comparable to this right now. 

Mr. Mtbrs. When the landowner sells his land, the ctmipanies fre- 
qurattly have first refusal of that timber. 

This sounds great, but what in effect frequently happMis is tiiis. 
No one will bid with that company because scHnetimes tney get tvn 
bids and tJie guy goes out and finds out what everybody else will pay 
aiul then he comes into the compimy luid they sayTtiiat they wiU 
nmtch it. That is not conipetitive bidding. 

The other is this. On the lease program, some of them were started in 
the 1960's, and they are paying the landowner maybe $16 an acre. The 
companies realize this. This is no shock to them. 

Today they are getting much beyond that tease figure. There was np 
escalation clause to take care of the inflation. 

Under this program, when the timber was ripe for harvest, it could 
be put up for competitive bids by consulting foresters or others, and 
the man could get the top dollar. He would not be beholden to uiybody. 

Mr. Weaver. That is a very good point. Are thrae questicms for 
Mr. Myers! 

Mr. Jones! 

Mr. Jones of Tennessee. Thank you, Mr. Chairman. 

First, let me say, Mr. Chairman, that I appreciate the fact Uut yon 
are holding these hearings as chairman of the Forests Subcomndttoe, 
but nevertheless, I am intensely interested as chairman of the Subcom- 
mittee on Conservation and Credit that we would have to provide some 
of the loans for this bill, shotild the Huckaby Inll become lavr. 
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I am very much isterested in this. I am very much interested in 
Mr. Huckaby's bill. I want to commend him on the good ^cA> ihat he 
has done in putting the bill together. I am not a forestry expert. I am 
inter^ited, and I do have some people on whom I depend who advise 
me as to what I should do as far as forestry is ooncemed. 

The gentleman at the hearing table raiiks at the top of that, list, as 
far as I am concerned. Walter Myers and I have known each other for 
a long, long time. He and I were assigned to the same positions at one 
time except that I was in agriculture and he was in forestry, so wliat- 
ever Walter Myers recommends, Mr. Hnckaby, and if you have him on 
you side, you are 75 percent ahead. I would keep that in mdnd as I go 
over the country having these hearings, and as you have them here. 
I applaud you for wl^t you said, Mr. Myers. I know that you mean 
it. I know that you are dedicated to the job that you are doing. Prob- 
ably more than any other individual in the South, you are on top of 
the forestry issues and the problems that we have there. 

It is good to see you. I am glad that you have made if; here from 
Atlanta today. It is good to have you witti us. 
Mr. Weaver. Thank you, Mr. Jones. 
A.re there further questions^ Mr. Huckaby! 

Mr, HticKABT, Mr. Myers, I certainly want to thank you for coming 
here to Washington and offering your thoughts, comments, and your 
excellent testimony. 

To give the committee acMne idea of the magnitude of the potential 
of the investment that we are talking about m teirns of timber pro- 
duction, if we just took an average acre of land in the South today, and 
if it had a 40-year stand of saw logs on it, and the decision was made 
to clearcut that acre and then reforest it, approximately how many 
board feet would be expect to obtain on that acre, and what would be 
the ccHnmercial value in sales dollars, approximately ! 

Mr. Mterb. These are vety difficult questions. There are so many 
acres, and so forth. But, as I sat here, I was biting my tongue when 
Phil Thornton got hung up on this 4 percent. I was very active in the 
Southern forest resource analysis which produced the report. They 
called it the South's Third Forest. You have to be careful when you 
say the "South's Third Forest." But the findings of that report ^owed 
near to 7-percent return. That was before the days of inflation. This 
was 10 years ago. 

All I can say, Mr. Huckaby, is this. I think that this may throw 
some light on it. Timberland owners in the South are getting top dol- 
lar, more money than they have ever gotten for their timber in much 
of the South. 

Some of this has leveled off. It may level off some more as the hous- 
ing market may react to increased mterest rates, and so forth. 

It is not unusual for prime timberland in the South today to sell for 
$1,000 or $2,000. 1 am talking about bare land, or land with a little bit 
of timber. That might sell for fully stocked plantations, let's say, and 
would go for $1,000 or $2,000. 

When you talk about planting, however, you are talking about an 
investment per acre of $100 to $150. 

I was looking in Mr. Bei^land's report the other day. The average 
gross sales of the vast majority of the fanners is below $100,000. This 
is his quote, "If the operator return is 10 percent of sJes, tt^t is only 
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$10,000 net incMne per farm family, nearly $4^000 below the national 
average." No wonder these people are not investing. 

Mr. Chairman, they are not going to vest— I am sorry, but I am not 
fnlly answering your question, Mr. Huckaby. 

Truthfully, almost anything I say someone could shoot down, but I 
think in the end if you grow timber in your area at $190 a thousand, 
and if you are growing a quarter of that a j'ear, that is $50 an acre 
per year. This is not an unusual income on lugh sites today. It oould 
go $60 or $100 an acre without any problem at i3l. 

However, it is the long-term investment and tying up real targe 
sums of money which a man does not have. Also, there is no cash flow. 
He goes to the bank and the banker says that it is not a good deal. The 
banker will not lend him money. 

He goes to the Government. I heard the committee go through Hub 
this morning, but you could beat your brains out going to Government 
agencies and asking for forestry loans. 

The law may be there. They may have all of the justification, but I 
have never found anybody who would do it. I know one or two people 
who have gotten some Federal land bank loans, but I could count them 
on one hand. 

The auUiorization, the authority and everything else may be there, 
but If anybody here can tell me where we can get &em, w6 would sure 
like to know. 

Mr. HiTCKABT. Mr. Myers, could you give us an estimate of how 
many board feet would be cut per acre at 35 or 40 years of plantation 
timber? I realize it varies. 

Mr. Mters. It would be a tremendous amount. If it were fully 
stocked, and if it is growing at 250 board feet to the acre per year, 
which is not unusually high or low, and the average might oe closer 
to 125, and if you multip^ that times 40, then let me see what that 
would bring. 

I would say it would be that he is growing — it would be somewhere 
on the order of 5 to 10,000 board feet. That is conservative. He would 
still have a stand of timber standing there if he did it. That is not 
clear-cutting. If he would clear-cut it and havest it, then you would 
sell saw timber. That is what you want to sell. Pulpwood is a low 
market intermediate cut. In the South no one is going to make a whole 
lot of money growing pulpwood. Even the companies are growing saw 
lom. 

Mr. HuCKABT. Tliank you. 

Mr. Weaver. Mr. Myers, we appreciate your testimony. Mr. 
Johnson ! 

Mr. Johnson. Mr. Chairman, I don't want to delay things, but I 
think this ia important. I think we ought to be able to ask questions 
here, so I would like to proceed. 

Mr. Myers, what is the average yield in terms of money on an acre 
of timberland in the South in your area when you harvest it f What 
would be the average yield per acre ! 

Mr. Mtees. What "you would have to do is this. If you start from 
scratch you get no yield from the first 15 years. 

Mr, Johnson. I underhand, but I am talking about when you har- 
vest the timber. What would you get for an acr« of timber? 

Mr. Mters. It will vary by areas and even by sections of the State. 
I am sure you are familiar with this. 
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Mr. JoHTTSOK. Certainly. 

Mr. Mters. Pine saw timber miriit be $176 a thousand. Pnlpwood 
over the South, I would guess, would be $8 to $10, 1 know areas where 
it sells for $30, and I know where it sells for less. Theae are not high- 
priced commodities, Mr.' Johnson, like they may be in your area or 
further West. We are talking about small timber. 

Mr. Johnson. Would you say the same price is true for pulpwood, 
or is that less! 

Mr. Mters. Pulpwood would be $8 or $10 a cord. 

Then you get into chip and saw 

Mr. Johnson. Let me interrupt you. Let me show you the direction 
of my question. 

The Department's pilot program was talking in terms of 250-acre 
farms and ^ an acre a yeer for the loan. You mentioned 10 to 15 
years for what you thought the planting would be — that would be 
$5,000 total loan. 

Mr. Mtbhs. Tee. 

Mr, Johnson. That would be over a period of time for the farm. 
Tou say that you will receive somewhere betwewi $75 and $100 per 
acre at the end of ithat time. Is that correct ? 

Mr. Mtebs. I am sure those figures would be, but let me say this. 
This might be helpful to the committee. 

National Forest Products Association has some examples. I am 
sure they would be able to supply them to the committee. 

Mr. Johnson. Yes, maybe we can get that. 

I would like to ask unanimous consent that we obtain that material 
and put it in the record. 

Mr. Weaver. Without objection, it is so ordered. 

[The above referred to material follows :] 

SouTHEBK Pine Appucations 

1, Glearouf/replant.^A 50 year old l&ndowner has Jnet h&rvested his mature 200 
acre timber stand and is faced with the decision of whether to reforest the cat- 
over land at a cost of £100 per acre ({20,000 total cost). He Is inclined to take 
the $20,000 and Invest in tax-free municipal bonds, even though he understands 
that, over the loag run, a timber investment would provide an excellent return. 
However, the 36 yeara before he can completelj harvest the timber, pins the 
annual management costs, are major disincentives. Here are hla costs and re- 
turns under Qie Forestrr Loan Program, asBaming the landowner borrows $2,000 
(ilO/acre) annnallv at 10 percent Interest, and pars for initial refbrestation 
from the proceeds of the original timber harvest. 
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Mr. HucKABT. If the gentleman will yield, 1^ me say tliis. Our 
computer analysis that we ran on the average tract of laiid, assum in g 
a 3 percent effective inflation rate, 6 percent alternative interest rate 
went to $5,962.91 per acre. That is what you would receive as income 
over a 36-year period. 

Mr. Johnson. Mr. Myers, I dont think there is any question tiiat 
the Nation needs more timber, but we are growing more timber now 
than we are moving in your part of the coimtry-. You said it is not 
good business now. You said the timber business for the small farmer 
IS not good business now. 
Mr. Mterb. The bankers do not think so. 

Mr. Johnson. That is what the previous testimony indicated. I 
am sure that is true. 

I don't see how a Government program will take care of this. It 
looks like a subsidy to me, and I don't know how it is going to make 
it a good business. You said it was not a subsidy, but I think it is. 

If we are not g^ng to make it a subsidy, then how is it going to be 
a good business ! The man has to pay the interest on the loan every year, 
doesnthe? 

Mr. Mtebs. Yes ; but according to the studies he can come out and 
he would have a cash flow. That is my point. - 

The insurance companies are lending, but they are l^iding it to big 
corporate owners. 

Mr. Johnson. Yon are talking about cash flow to people that arent 
in that business for cash flow, aren't you ? In other words, they are not 
relying on this timber for their livelihood during the course of the 
time the timber is growing. 

Mr. Mters. They are not going to develop the timberlands or use 
them wisely, or produce the timber the Natum needs unless they can 
get some money somewhere. 

It is not too different from their other thing. Maybe these things 
are not abundantly clear in your area, Mr. Johnson, but this is not 
an unusual situation. 

Our farmers go to soybean people and borrow money on next 
year's crop. It is a good faith loan. Then when he grows a crop, he 
pays it off. It is good business for him. If farmers could not borrow 
that money for feed and fertilizer and so forth, they would never 
make their crop. Mr. Huckaby knows this. He is right in the middle 
of it. So it is good business for them. I think it would be good business 
similarly for timberland owners. 
Mr. Johnson. My time has expired. I thank you. 
Mr, Weaver. Thank you. 

Mr. Myers, we want to thank you for your testimoiw. 
I apologize to our other witnesses tms morning. Please forgive me. 
This 18 the way of the world, I suppose. We would like to spend an 
hour or two with each witness. 

[The prepared statement of Mr. Myers follows :] 



Mr. Obsimian and membera of the wmimltteee, my name is J. Walter Mren, 
Jr. I am execatlve vice president of Fore»t Farmers Aasodatlon, wbicb Is faead- 
qnartered In Atlanta, Oa. Forest Fanoers Assodatimi is an organlntlon of pel- 
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Tata dmbeiluid Ofracn and priinaill7 maaB, IndlTMoal a 

■talSB. Our monben own orer 40 mllUan aena <d conmcKlal (onst land. 

' Mr teatlmoiv, today, U on a Bobatltiite renlin of Mr. Jtnj BockabT^ For- 

ntiT liWii Act of 187B, H.B. SOtt. Fttat, M me Bar Out the OoDunlttM on Acrloil- 

tare and tbeae two mbcominltteM ara to be cannMnded oo tta^ Interwt In 

Increasing iM<odtictiTitr on private, nooindnatrial owneidilpa. Onr anaodation tana 

glTMi a gift deal of atodr ov«r the yeats to tbe mattw <tf nMtlvating tbe private, 

iHHitndutrial otnier wbo bcMs alvozimatclr 73 pMcmt of tbe commercial tlm- 

berland In tbe Bonth. He la br all nwaaorea the key to Incraaslng the legton'a and 

tbe Nation's tlmbn g^odoctJoo. 

-Onmnt InceotlTea prognuna, socta as Uie forealvr IncentlTes program, wUd) 
are flratgnni to attmnlate Increaaed fmeat devtitfmwit oa tbeae private noo- 
IndnstriaL owner^pa aM baglnnlng to sbow mconiaglng results. Hoverer, tbeoe 
^dgtama address only one phase of the protdem <tf motivating theaa Ind^nnduit 
Ifflrate owdwb. AnoOm, and periiape eran more Important consldwatlMi, la bow 
tu piDTtde theae owners with tbe cash flow necessaty to meet cnrrwit expenses, 
■acta OS i««i«tr taxea, Ore protectliNi. and managunent cipcnsto, etc. TUs is mw 
of the blggeat sln^ ttang-npe to gcMing owners isteraated In derdoplaK tbdr 
dmbedands. P resently, almost all annual SKpenaes are out of pocket, and there 
is Uttlft ox no cadi flow. Many landowners fed tbey will never Uve to see a return 
on their tbtAemnda. Bankers, meamrhila, are exceedingly rdnctant to Icatd monv 
«n snch a long-term baaU, and wtUi collateral tbey often ctxisider doMooa at beet 
Yet we foreetos w<mder wby it Is bo dUBcolt to get tbe private, indlvidnal land- 
owner to tovest mon^ In devieki^ng hts tbnberiands. 

The ir.8. Department id Agrtcnltnre has had many yeam <rf experience loidtng 
money to taimera and other mial residents, snd tbe loan ^cperience baa bera 
giiod. It Jnst makes smae, lbereA>re, for (be Department to offer socb a program 
for tlml>erland owners. HiIb la why tbe Hncfcalv UU la a good and tlm^ oos. 
No other sln^ egracy or group tn the United States haa tibe flnancal resovi«es 
to sdmnlate activity in Ibis area. This is not to say that tbe Ooverwnent sbonM 
■tay in this bnslnesa. We ted If it proves sound, the private sector can and will 
take over. Bnt I envlidtm the need, for guaranteed loans for a substantial period, 
at least, onttl tbe soondiWBa <tf tbls approach can be demoostrated. 

With that backgronnd I wonld Uke to offer a few obserTatI<Hi8 and suggeatlons 
mi this IriU lor tbe committees' consideration : 

1. Forest Farmors Association feela the bill is good and timdy, and a S-year pilot 
basis la a sound approadi. 

2. Tbe program will not be a costly Government venture, since It is a loan 
profrain rather than a subsidy. All loans will be paid back to the Oovemment 
with Interest 

5. Administrative overhead abonld be modest, utUlzIng existing agencies such 
as the Farmers Bome AdminlBtratlon, and State forestry agencies. Would the 
U.S. Forest Service bave a role In this programT 

4. Tbpse loans would provide Important cash flow to private, individual timber- 
land owners, and with little or no strings on how this money is to be spent 

6. Tliese aunnal loan payments loans would help moke it possible for smalln 
owners to retain ownership of their tlmberlands and farms, and to continue living 
In rural oreaa Concentration of ownerships and mass migration to the cities are 
both nndesirable. While tbls Is a prt^ram aimed primarily at Increasing timber 
production and development of forest resoorcea. Its social contributions can be an 
ImiKirtiiut adjunct. 

6. Tlie owner would retain clear control over tbe sale of bis timber. Be would 
have an opportunity to compete for tbe highest dollar and not be obligated to 
adl to anyone, as he often Is nnder certain leasing arrangemente. 

7. As we understand It, Interest on these loans would be tax deductible, and 
the owner could take advantage of capital gains treatment on any timber he sdls. 
These are Important incentives, which make this program an attradtve business 
proposition. 

8. Many of these loans would likely be for tar shorter than the 40 years maxl- 
oium period permitted. This program would make it attractive for owners to hold 
yiiung timber stands until they reached eawtlmber or peeler log slae. FrequMitly, 
holding young stands for an extra five to ten years makes it posdble for the owner 
to double his money at tbe flnal harvest. 

Now for a few points concerning the bill and its legiilative Intent which we 
would like to see clailfled : 
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1. It ihonld be clearly understood tb»t this I<«iaiaU<a pcorldw for a IMeiml 
Idiot pn^tam. At tbe end of tbe proKram's life ereir effort ahonU be mate to |M 
tbe prlTate sector to take over, if the program proves ancceHtoL 

2. Tbe landowner sboald be permitted to atop receiTlni annual paTments at any 
time he may ftel desirable, and allowed to cany tbe ontatandlng loan (pajmnils 
leceiTed todate) iAvb accrolng interest until tbe final timber harvest 'nils would 
be contingent on following tbe ezistlng management plan. 

8- We recommend irtierever possible only tbe future timber crop be nnd u 
etdlateral for the loan. Many owners might be reluctant to tie up their lands as 
collateral. In addition, many of these ownerships already have ontstandlnc mort- 
gagee With the Agriculture Department's prerlons experience I beliore Uils can 
be worked out aadafactorlly — bat it nay prove an important conslderaUan. 

4. Some type of timber crop Inaorance would likely be desirable, althongb not 
absolutely necessary in conjunction with this loan program. ProTislonB Htaoold 
be very specific on the landowner's responsibility for loon repaymmt ia eaw.ttt 
flre, insect or disease attack, wind or ice storm, etc. which do severe '^■""if 
and reduce bis ability to repay the loan. He should know how tliis would be 
handled. 

B. It should be clearly spedfled that the state forester or equivalent In taA 
state be responsible for administering the program and anirovlng loan apiriica- 
Uons. All categories of private nonlndnstrial landowners should be eligible to 
participate In the loan program, and no category favored ov^ another, otbar 
qualifltatlons being equal. Since the Farmers Home Administration is not In the 
forestry bsnlness, It should serve primarily to provide the final administratiTe 
review and process the loan. 

There wilt certainly be other questions which will arise. These are lost a few 
which come to mind. I do not, however, envision any major problema Whldi 
cannot be taken care of. 

Again, I commend tbe committees and Mr. Huckaby on this forward lookiiig 
legislation, and I greatly appreciate the opportunity to present these vlaWs-tor 
Forest Farmers Assodatton. 

Mr. Weaver. Now I will call the next five witnesses to come op 
together. 

We will have Mr. Clark Cosse, Mr. William MattheWs, Mr. Beicfotd 
Realer, Mr. Don Powell, and Mr. Charles CaUison. 

Please come up to the witness table. 

Mr. Cosse, you may proceed. r 

STATEKEKT OF CLASS COSS£, ASSIfflAHT TICS r&ESnOWt FOB 
PUBLIC AF7AIB8, SOUTHERN 70KEST FSOUUCTS ASSOCIATION 

Mr. Co8b£. I am Clark Coss^, assistant vice president for public 
affairs, of the Southern Forest Products Association, an organiza- 
tion of forest products manufacturers with operations in Alabama, 
Arkansas, Florida, Georgia, Louisiana, Mississippi, Koilh Carolina, 
Oklahoma, South Carolina, Tennessee, Texas, and Virgiuiii. Associa- 
tion member companies account for over 60 percent of the total 
southern pine lumber output. 

Since 1960, our region has substantially increased its share of the 
Nation's forest products output. During that period, southern puie 
liunber production rose by 50 percent from one-fifth to one-third of 
U.S. domestic softwood lumber output. The South also provides two- 
thirds of the Nation's total pulpwood output, as well as 40 percent of 
the total softwood plywood output. 

These upward trends are expected to continue. The Forest Service 
of the U.S. Department of Agriculture has predicted that by the year 
2000, the South will become the main source of wood products for the 
Nation as a whole and will have to double current output to meet fatnre 
anticipated demand. 
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Intensive forest management is not being practiced on millions of 
acres of Southern forests, but the predicted demand for our products 
cannot be met unless the private nonindustrial forest landowner, who 
owns 72 percent of the South's commercial forest land, can be provided 
with the proper financial and tax incentives which will make the invest- 
ment of time and money in forests and forest management worth the 
effort. Presently, we are told by the U.S. Forest Service, the South 
is losing 1 million acres a year to competing uses. Pine stands are being 
harvested and then allowed to degenerate to brush, or in some cases 
turned into row crops which provide income on a yearly basis. The 
reluctance of nonindustrial private landowners to assume the costs and 
risks of long-term forestry investments for remote and uncertain 
financial returns is broadly evident. It seems obvious that no significant 
improvement in reforestation or in timber growth can be achieved 
without substantial reduction of costs and risks and without greater 
assurance of a satisfactory return from the investment. 

Studies by our industry have identified some important concepts 
which affect the decision of the landowner to grow or not to grow trees. 
We think that it is more than a slight coincidence that the decline 
in reforestation began after the increase in capital gains rates of 
taxation in 1969. We are very grateful that Congress in its wisdom 
saw fit to relax capital gains rates last year and we hope that eventually 
rates will be returned to pre-1969 levels. Other long-term and short- 
term incentives are needed if we are to encourage the 2.5 million land- 
owners in the South to reforest. 

Although ad valorem property taxes can play a large role in some 
States to discourage forestry investments, these are generally isolated 
incidences and not the rule in the South. At the Federal level one of 
the most urgent needs is the repeal of the "carryover basis rule," which 
will expose any substantial timber holding to increased taxation by 
taxing the heirs of inherited property once at the estate level and 
then again on the full increase in value at the later sale of the same 
property. This rule must be repealed before January 1, 1980 when it is 
scheduled to take effect after a 3-year legislatively mandated delay. 
Unless this rule is repealed you will , see, over the long-haul, the 
break-up and premature liquidation to family timber holdings of long 
standing. 

Changes must also be made in the estate taxation area so that heirs 
will not be predisposed to premature liquidation of timber in order 
to pay estate taxes. Some deferral of taxes until harvest is justified 
and in fact such a system is in place and functioning in other western 
countries, notably Great Britain. Rates of taxation also fimction deci- 
sively as to whether an investment is made or not. 

Front-end money is needed to help develop underutilized lands or 
unstocked lands. This need is addressed by the forestry incentives pro- 
gram (FIP), which provides cost-sharing to help small landowners 
initiate tree planting and timber stand improvement practices. We are 
pleased by the action of the Congress last vear which increased the 
authorized funding of this program from $25 million to $50 million 
and also eliminated the 500-acre ceiling on landowner eligibility. How- 
ever, since the inception of this program, it has never been funded 
anywhere near its authorized amount and such funds as were provided 
have seldom been released until after the spring planting season. 

63-030 — 79 S 
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Many years are required to develop a timber stand of harrestable 
size. Rotation periods in tiie United States vary from 100 years in some 
mountainous i-egons to 30 years or less in highly productive pine sites 
in the South. What other investment requires the outlay of cash for 
planting and site preparation, timber stand improvement every 5 years 
or so and little or no income for 30 years? Costs have escalated to 
the point that planting and mechanical site preparation can run over 
$100 per acre. The ravages of inflation coupled with a tax system that 
penalizes productivity, and land-use intervention by Government on 
all levels would be enough to intimidate even a hardy investor. But 
then you tell this investor that he must wait 30 years to get his money 
back, if the insects and fire don't get his trees hi-st, and I don't think 
it stretches the imagination of tins panel at all to comprehend this 
investor's reluctance. 

A partial solution may be found in H.R. 4718 and we commend 
Mr. Huckaby for his work and effort in developing this legislation. 
HJl. 4718 may be the vehicle to eliminate this particular problem of 
the long-term nature of the delay of return on investment. By provid- 
ing the guaranteeing of loans to landowners over a period less than the 
growing cycle this bill will provide landowners with income that they 
would not otherwise have. This would encourage development of for- 
estry and reforestation plans that otherwise would have been post- 
poned in favor of other more rapidly maturing investments. We 
appreciate the pilot program and we agree that this aspect will give 
landowners and the forestry community an opportunity to apply the 
legislation, develop and review the regulations and fine-tune this pro- 
gram for broader application at a later date. 

We also appreciate the efforts of the author to accomplish his mis- 
sion in the new bill, by utilizing to the greatest degree possible the 
assets and energies of the private sector vehich we are hopeful will be 
able to provide low-cost service without unnecessary tax expenditures 
and large numbers of additional governmental employees. 

We would like to egress the thanks of our association to the author 
and the Louisiana Forestry Association, and the National Forest 
Products Association who labored hard and long with him to produce 
what we are sure will be a positive and bSieficial reforestation 
experiment. 

STATEMEKT OF WHLIAH H. MATTHEWS, EXECUTTTE DIEECTOE, 
LOUISIAHA FOEESTKT ASSOCIATION, ALEXAMDEIA, LA. 

Mr. Matthews. Mr. Chairman, distinguished members of Congress, 
and ladies and gentlemen of the staff and audience, my name is William 
H. Matthews, executive director of the 2,000-plus member Louisiana 
Forestry Association. It is indeed a pleasure to appear in support of a 
measure that provides so much potential for helping promote forestry 
and its byproducts ; but to borrow a commercial phrase it contains 
"double the pleasure" when the bill has been fostered and developed by 
our fine friend from the Fifth Congressional District of Louisiana, 
Representative Jerry Huckaby. 

The long-range goals of this legislation run parallel to those of the 
organization I represent : the advancement, development, protection, 



dbyGoogle 



iitilization, and regeneration of privately owned forest land. The 
Forestry Loan Act of 1979 embodies a revolutionary approach to a 
problem tiiat has been with us since reforestation became an accom- 
plishment : growing trees is a long-term investment with little or no 
mtermediate returns. This act addresses that obstacle in a positive 
fashion, and we wish to express our support for its passage in the 
same manner. 

Because of the diversity of interests in The Louisiana Forestry 
Association, an ad hoc committee of professional foresters, industrial 
forest managers, and consulting foresters provided a great deal of 
study to this proposal before recommending that a position be taken. 
In due course, the executive committee adopted an endorsement of 
H.R. 3049, and I'd like to cite a few reasons why that position has 
been taken. 

There is little doubt the effect of this measure will result in a reten- 
tion of timberland, better management on private woodlands, and 
increased regeneration of those areas lacking adequate production. Alt 
three of these points are paramount if we are to come close to supply- 
ing the needed resource that has been projected for the year 2000. 

Much of the timberland in those areas that are susceptible to the 

frowth of other agricultural crops is being converted to other uses, 
n the 10-year period ending 1974, Louisiana experienced the loss of 
about a million and a quarter acres of timber as the use of the land 
was diverted into other uses. (That represented about 8 percent of 
the total forested area of the State.) The lack of annual cash flow is 
admittedly one of the primary reasons for this. 

There is little doubt that better management on privately owned 
woodlands will result when (1) a forestry management plan is re- 
quired, (2) when cash is made available to pay for needed services, and 
(3) when persons on a fixed income are no longer forced to sell their 
timberland to raise needed funds for unforeseen incidents that tax 
their resources to the limit. 

One of the most prominent features of tliis program is its recogni- 
tion of landowner rights and the necessity to provide safeguards to 
protect those rights. This program embodies that feature by allowing 
all decisions to be freely made by the landowners. In addition, this 
program will provide stability to the ownership of small properties. 
Additional revenue being made available on a continuing basis may 
well be all that is necessary to allow some owners to retain possession 
of their land. 

An annual cash flow will overcome the major objection to forestry as 
an alternative land use because of the lengthy delay before receiving 
a return on the investment; will encourage the landowner to reforest 
after harvesting, provide an incentive for investing in the more pro- 
ductive sites ; and perhaps will attract new investors to forestry. 

With the earliest return on investment in forestry coming after 
approximately 20 years and some taking as long as 75 years, there 
are many who will not even consider reforesting their properties after 
harvesting. Coupled with that delay is the threat of fire, ice. wind- 
storms, insects and disease that may wipe out a stand of timber re- 
quiring .-I new start after perhaps 10 to 20 vears. thus delayinjr still 
further that return that every landowner expects from his investment 
And as you are aware, insurance is not available to cover such losses 
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This program will provide an incentive for investing in the more 
productive sites since tlie amount that may be borrowed on an indi- 
vidual tract will be determined by the anticipated value of the timber 
being grown. Surely an owner having a choice of planting a site that 
will provide annual payments of $15 or one tliat will provide $25 or 
^0 will plant the latter. This will not only prove beneficial to the land- 
owner, but to the cause for which this bill was introduced — increased 
fiber growth. The more competitive forestry becomes with other invest- 
ment opportunities, the better the chances of attracting new investors. 

In the past, many have owned forest land only because they inherited 
it, but with a program such as this, we find a new attitude on the part 
■of investors of choosing forestiy aa an investment alternative. 

The advent of "new money" beijig made available to the small pri- 
vate landowner could go a long way toward stabilizing the service 
forces in forested areas. Since forestry has been waning as a continuing 
land nse in some areas, there has been a reluctance on the part of 
vendors and consultants to invest in equipment and manpower. Even 
though a few landowners in a given area might wish to get their lands 
replanted, it may be extremely difficult to find a firm with the forces 
and the equipment to handle the job. We feet that those firms wmdd 
be more attracted to an area with long-term commitments to timber 
production, which undoubtedly would result from the influence of tliis 
program. It also seems reasonable to assume that local institutions 
would have more incentive to invest in local suppliers of services and 
equipment. 

As envisioned, this program does not expand governmental bureauc- 
racy, and it has an insignificant price tag for Qie returns that can be 
expected from it. The majority of the members of the organization I 
represent are, by nature, conservative when it comes to the amount of 
their tax dollars you are spending on programs that would expand 
government and/or its influence over their lives. It was nice to learn 
that this program would require only a minimum amount of funding 
and that it would be administered by existing personnel, thereby over- 
coming those objections about Government expansion. It is further our 
understanding that, should the program prove successful, it will be 
turned over to the private sector. 

And certainly if there was ever an idea that came at an appropriate 
time, this one has. This program comes at a time when future forest 
supplies are in doubt. With the expansion of other land uses in those 
areas formerly occupied by timber, the base upon which this industry 
relies is constantly shrinking. As the population increases, the number 
of uses for wood expands, and the ability of growth to meet demand 
will be strained in the years ahead unless new programs, such as this 
one, are developed to encourage additional timber growth. Through 
improved technology and scientific utilization of every tree cut, some 
additional fiber is being made available, but it is difficult to know 
whether this will be enough to meet projected demands. 

Finally, we are pleased that the program is to be tried on a pilot 
basis. Since it is a totally new concept, there are many questions that 
have arisen, for which we do not yet have the answers, but we fwl 
certain they will be answered satisfactorily during the planned 5- 
year life of this program. 
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Some of the questions that should be addressed are : 

(a) Will the interest rate be fixed for the life of the loan or will it be 
variable ! 

(b) Are there provisions for discontinuing loans if the prescribed 
management plan is neglected ! 

(c) How much red tape will be involved in the landowner getting 
and keeping the loan ! 

(d) Will all who meet the requirements receive a loan or will there 
be a limit to the amount of funds to be guaranteed or loaned ? 

(e) How will the qualifications for participation be standardized to 
allow for differences m administration locally and changes in admini- 
strative personnel over the life of the loan ? 

(f) How will the interest on the loan be treated by the Internal 
Revenue Service? 

(g) Will there be a mechanism to discourage landowners from be- 
coming impatient and harvesting in excess of the plan to repay the 
loan! 

(h) Will the landowner be required to harvest in a certain year, or 
wUl he be allowed to take advantage of the market and sell when prices 
are highest t 

(i) vVill there be enough forestry service assistance to monitor and 
advise the small landowners having only small amounts of com- 
mercial timber? 

Let me hasten to restate the endorsement of the liouisiana Forestry 
Association for this program and encourage your active support of it. 
These questions are offered in an effort to assist in development of the 
best possible plan, not only because we want it. but because the 
American public needs it. The public will be the beneficiary of the 
success of this program, for the products of the forest industry are 
produced to meet the demands of the consumer. 

As these remarks are concluded, I would like to offer the assistance 
of our staff and the members of our organization to assist in the pro- 
motion of this pilot program and its implementation. We stand rendy 
to be of whatever service you feel might be necessary fo bring about 
total development of procedures or systems to be used. Since we've 
raised quite a few questions, the least we can do is assist in finding the 
answers. 

Thank you for this opportunity to making these comments, 

STATEMENT OF EEXFORD A. EESLEE. EXECUTIVE VICE 
PRESIDENT, THE AMERICAN FORESTRY ASSOCIATION 

Mr. Eesleb. Thank yon, Mr. Chairman. 

We are pleased to have this opportunity to express our views on 
H.R. 4718, the Forestry Loan Act of 1979, to the Subcommittee on 
Forests and the Subcommittee on Conservation and Credit of the 
House Agriculture Committee. 

My name is Eexford A. Resler. executive vice president of the 
American Forestry Association. AFA is a citizens conservation or- 
ganization of 80,000 members with an interest spanning 104 years 
in the sound management of natural resources. We are especially in- 
terested in the management of the 283 million acres owned by fanners 



dbyGoogle 



and other nonindustrial private landliolders. As you well know, this 
group owns and manages 58 percent of the commercial timberland 
jn the United States. 

These lands are extremely valuable to the people of the United 
"States for a variety of benefits. They hold great promise for increas- 
ing timber supply if they are properly managed. They are valuable 
to the Nation because of their contribution to wildlife habitat, to the 
maintenance of water quality and soil productivity, and for their 

■ scenic and recreational potential. Obviously, they are also important 
to the landowner as a source of income, a hedge against inflation, and 

■ they do make significant contributions to the economy of the rural 
yireas in which they are located. 

X want to reemphasize the point that was made here earlier today, 
and that is that they are being managed at the lowest level of in- 
tensity of any forest land ownership in the Nation. 

The latest EPA assessment, among other things, shows that this 
ownership is producing less than 50 percent of the biological potential 
of well managed natural stand. We have the potential of genetically 
improved stodi and other treatments and it shows that we can cause 
these lands to be managed much more intensively for future needs. 

That BPA package also makes predictions into the future of timber 
supplies. I think that it is important that we recognize that we are 
facing scarcity witliin our lives and I am talking about right after 
Ihe turn of the century. 

I would like to address the point that was made earlier here that 
liistoric trends and stumpage prices going back to the turn of the 
century, 1900, has shown a steady increase over the years even in 
terms of real dollars. Of course, with the effect of inflation over the 
last few years, we see an almost vertical climb in the value of that 
timber when it is marketed. 

I think we must anticipate serious shortages in the future unless 
we find the solution and an inducement of these nonindustrial lands 
being managed more effectively. 

We believe that this Forestry Loan Act of 1979, which authorizes 
the Secretary of Agriculture to conduct a pilot program of loans pro- 
viding for periodic payments to owners of nonindustrial private forest 
lands, will prove to be effective in encouraging landowners to make 
investments to improve management and productivity. 

We agree with each of the fmdings in section 2 of the bill. By fund- 
ing the pilot program from the rural development insurance fund, 
■established under section 309A of the Consolidated Farm and Rural 
Development Act. sources of credit will be extended to forest land- 
"owners in the same manner as is now included in the Department's 
present agricultural loan programs. 

By making available loans of up to $.300,000 for periods up to 40 
years, and by offering the option to defer the repayment of principal 
and interest, we believe that one of the major deterrents to long-term 
investment in the management of nonindustrial private forest landa 
will be significantly reduced. We also like the idea of linking the loan 
authority to a forest management plan developed in cooperation with 
and approved by the State forester. This will assure that competent 
technical advice will be available to the landowner and it ^ould 
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assure conformance with the plan diirine the loan period. We hope and 
expect that the State foresters during their review and approral pro- 
cess would strive to coordinate timber management prescriptions to 
provide for enhancement of wildlife habitat and protection of soil 
and wat«r quality. 

The authority provided the Secretary of Agriculture to subsidize 
the guaranteed interest rate, as appropriate, will provide further 
eacouragement to capital investments in what has historically been a 
long-term and relatively high-risk venture. It is our view that the 
pumic values that flow from well-managed forest land is more than 
adequate justification for this pronsion m the bill. 

In conclusion, Mr. Chairman, we enthusiastically endorse H.R. 4718 
and commend Mr. Huckaby and the cosponsoi-s of this bill. We believe 
the pilot program will substantiate the need for and the efficacy of 
the concepts and authorities contained in the Forestry Loan Act of 
1979. 

Thank you. 

Mr. "Weaver. Thank you very much. 

Our next witness is ^r. Donald Powell, National Forest Products 
Association. 

SIATEHEIIT OF DONALD H. FOWEIX, BEFBISEirCING THE 
KATIOBAL FOSEST PRODUCTS ASSOCIATION 

Mr. Powell. Mr, Chairman and members of the subcommittee, I am 
Donald H. Powell, regional manager, International Paper Co., Shreve- 
port, La. Today I am repi-esenting the National Forest Products 
Association of which our firm is a member. Headquartered in Wasli- 
ington, D.C., NFPA is a federation of 29 regional, product and species 
associations, plus 25 individual companies which are direct members. 
As a major forest industry association, NFPA represents timber grow- 
ers and managers plus manufacturers and marketers of solid wood 
products in the United States. 

The forest industry supports H.R. 4718, the Forestn^ Loaa Act. We 
feel the pilot program which the proposed Forestry Loan Act would 
establish will be an effective incentive for nonindustrial landowners 
to manage their land for timber production. 

MORE INVESTMENTS ARE NEEDED 

Based on a 3-year study of the Nation's timber productivity, our 
industry has identified opportunities for meeting future increased de- 
mands for timber and wood products. Our study shows that, in the 
South alone, investments of an additional $80 million are needed each 
year for productive forestry practices to prevent future shortfalls in 
timber supplies. 

Such shortages in timber supply lead inevitably to adverse price 
impacts on home buyers, on pulp and paper products and on all other 
wood user consumers. Furthermore, if we wish to impact the balance 
of trade favorably through increased exports of wood products, or if 
wood Incomes a major energy source, then, just in the South, the level 
of additional forestry investment must increase drastically over the 
$80 million estimate. 
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The long-term nature of timber growth and management makes it 
imperative tiiat we immediately address the problem of inadequate 
capital for timber production. , . , 

Our productivity study shows that much of the additional needed 
timber must be grown on private, nonindustrial forest lands. Of the 
Nation's 480 million acres of commercial forest land, 283 million acres 
(or 58 percent of tlie total), are in the hands of these nonindustriaL 
private landowners. While the potential to increase productivity of 
this ownership category is great, few landowners presently see much 
advantage in reforesting cut-over lands, or in managing their wood 
lands for timber production. 

A PIM)T PBOJBCT IS A SOUND APPROACH 

There are many reasons why this is so, and we feel there is no one 
solution to the problem. Clearly, however, one reason is the long time 
period between initial investments and the cash returns which finally 
come about. H.R. 4718 addresses this problem by making possible 
periodic cash flows from forestry investments. We think this is a good 
approach. This can be achieved by enabling the landowner to borrow 
against the future value of his timber when it has finally matured and 
is ready for harvest. 

The concepts involved in the proposed Forestry Ixian Act are com- 
plex, both from forestry and from financial standpoints. We have 
worked over a year with representatives of the financial community 
and with foresters experienced in management of nonindustrial forest 
lands, to explore the mechanisms for long-tenn forestry loans. We have 
now resolved many of the initial problems associated with the concept, 
and we believe that a pilot project is necessary to test the concept fuUy 
and to measure the results. Accordingly, we support H.R, 4718 as a 
means of accomplishing this objective. 

Our forest ]ndustry committees which have studied the non- 
industrial land investment problem believe that this pilot program, if 
successful, might be the basis for a large scale private lendmg pro- 
gram carried out solely by the private financial institutions. The pilot 
{)roject, therefore, should be constructed so that it is a model for a 
arger private enterprise program to follow. 

We will work closely witli USDA in developing the pilot project 
so that private lenders can appraise the attractiveness of forestry loans. 
For this reason, the pilot project should allocate loan proceeds in a 
manner consistent with the way in which loans would be allocated 
according to criteria which are thoroughly sound and which will build 
confidence that the concept can work in the private sector. 

PROPOSAL COULD STRENGTHEN PRIVATE EFFORTS 

The major responsibility for increasing the productivity of non- 
industrial fore=t lands must lie with the private enterprise system. We 
believe H.K. 4718 is consistent with this philosophy smce Grovemment 
will be testing a mechanism which can be expanded and operated as 
a private enterprise effort. Thus, tlie program outlined in H.R. 4718 
embodies an appropriate Federal function with minimiun cost to the 
taxpayers. 
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Funds dispersed through the pilot project are loans and will be re- 
paid with interest to the Government. By utilizing existing USDA 
lending structures, administrative costs should be minimaL Further- 
more, H.R. 4718 diminatea interest subsidies, an objectionable feature 
in earlier versions of tlie legislation which would have greatly added 
to pn^fram costs. 

In summary, the proposed Forestry Loan Act will create a small, 
low-cost, Federal pilot program, designed to help resolve a specified 
problem. If it is successful, it could lead to creation of additional capi- 
tal needed for increased forest productivity. For these reasons, we ui^ 
passage of H.R. 4718. Thank you for the opportunity to testify. 

Mr. Weaver. I thank you for stating your position on behalf of the 
National Forest Products Association. 

I know International Paper has over 3,000 cooperators. You have 
done the same comparable program yourself in getting people to raise 
timber, and I appreciate that very much. 

We will now ask Mr. Charles Calliaon, president, Public Lands 
Institute from Denver, Colo., to proceed. 

-STATEHEHT OF CEABCES H. CALLISON, PRESIDENT, FUBUC LANDS 
INSTITUTE, DENVER, COLO. 

Mr. Callison. I am pleased to have an opportunity to express the 
support of the Public Lands Institute for H.R. 3049. The Public 
Lands Institute is a nonprofit, citizens organization that was estab- 
lished to work for good management of government-owned lands in 
the United States, including tiie National Forests and State forests. 
The purpose of this legislation is to enconra^ and help the owners 
of private woodlands to manage them for timber production. The 
purpose is to increase the productivity of the vast woodland acreage 
m this country that is held privately in small ownerships. 

The relationships of private forests to public forests is inescapable. 
As H.R. 3049 states in paragraph (2) of the findings, "The Nation's 
publicly -owned forests cannot alone supply needed renewable re- 
sources." Most of our national forests cannot and should not be 
managed intensively for wood production because their other values 
such as recreation, wildlife, and watershed protection are so important. 
It is therefore necessary to build the productivity of private timber- 
lands to take the pressure off our public forests. It is a long-range 
goal— but all forestry goals are long-range. 

In this connection, Mr. Chairman, the Public Lands InS;itute is 
urging President Carter to reconsider and rescind his recent directive 
to the Secretaries of Agriculture and Interior to increase harvests in 
the National Forests and timberlands managed by the Bureau of Land 
Management beyond sustained-yield levels as an inflation control 
measure. We think such a policy will have negligible effect on the cost 
of housing now but will cause lumber shortages and higher costs in 
the future. 

The Government guaranteed loan program proposed in H.R. 3049 
is likely to be used mostly in the South where pine can be grown and 
harvested in short-term rotations. I think few will want to pay interest 
for 40 to 60 years or longer as would be the case from planting to 
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harvest in the hardwood forests of the Midwest and even in the soft- 
wood forests of lie Northeast. But the Southern pine belt is a broad 
one and contains a lot of private woodlands that can be made more 
productive to the benefit of the national economy. 

Mr. Chairman, there is a factor other than the costs of holding land 
and tree-planting and timber stand improvement that inhibits the 
utilization of private woodlands for timber production. It is the fact 
that logging equipment is unavailable in many communities where 
farm woodlands are extensive. Modem machinery to allow small 
sawmills or wood processors and logging contractors to operate 
efficiently is expensive and often beyond the capital available to propel 
who would like to get into the business. For example, a 4^wheel drive, 
rubber-tired skidder (tractor) to handle i' and 8' logs of small di- 
ameter can cost $25,000 or more. Add two trucks at $7,000 to $10,000 
and other necessary equipment, and you get a $50,000 investment for a 
two -man operation, 

Mr, Chairman, I recommend that the subcommittees here sitting 
consider including the harvesting-equipment element of the timber- 
management business to the loan program proposed in H,R. 3049. I 
further recommend in connection with this bill or in other legislation, 
that you consider other incentives, such as tax credits, to small opera- 
tors to modernize or to equip themselves to get into the timber harvest- 
ing business. Nothing will encourage farmers and other owners of 
small woodlands to grow trees for the market more than a ready 
market. 

Mr, Weaver. Mr. Callison, I thank you, I hope you know, however, 
that such equipment does qualify for the investment tax credit now. 

Mr. Callison. I am pleased to hear that, 

Mr. Weaver. Ijct me make this general statement. In the old growth 
forest in my region of the country, there now are about 50 to 100,000 
board feet per acre. That is the old growth. It has taken many of years 
to establish. 

What we have to do in this Nation today is this. We are not going 
to produce that much timber per acre. We have heard figures of 5,000 
to 10,000 and possibly more. It is not even close to the 100,000 we are 
taking off old ^owth stands. So, we have our work cut out for us. We 
have to grow timber on every available bit of forest land. We have to 
give the people who own that land the incentive to do the job. 

I really appreciate your testimony here today. 

There is one other thing. Mr. Coss^, let me ask you this. Somebody 
mentioned that the South is producing more timber than they are 
harvesting. This subcommittee has taken testimony to the effect that 
that is not correct, that is, that you are not producing or growing as 
much timber as you are harvesting. Do you have any information 
on that? 

Mr, CosH^. There are some studies being done now that indicate that 
in certain areas cut versus growth is in the negative balance. Generally, 
in the South, we still get a positive balance in moat areas, but in some 
areas they are approaching a drain versus growth situation in a 
negative way. 

Mr. Weaver. That is a very dangerous situation. Mr, Johnson! 

Mr. Johnson. Thank you, Mr, CSiairman. 
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Much of what yon gentlemen have said I agree with, particularly 
when you are talking about the need for trying to increase our timber 
harvest and timber stands in the coming years. 

It seems to me that when you argue tftat this bill is going to aid in 
timber management, you are going contrary to the previous testimony. 
Indeed the testimony has indicated that cash loans are not going to be 
used primarily for timber management but for cash flow to the individ- 
ual owner so that he can live on that cash flow during the period of 
time while this tiftiber is growing. I do not see where this bill answers 
the need you are talking about for increased timber management- 
Let me go through these figiires. I would like for you to go through 
them with me so that you can con-ect them if I have ma4e errors. 

Mr. Myers said that you harvest in the South primarily 5.000 to 
in.OOO board feet per acre at maturity. If that is not correct. I would 
hope that you would provide us with correct figures. One of you gentle- 
men said it takes 20 to 75 years for the timber to mature. If that is not 
correct, please correct me. 

There are figures of $175 per thousand board feet. You have 5,000 
hoard feet per aci-e and you are talking about a $875 yield i>er acre. 
If you have 10,000 board feet, you are talking about $1,750. 

Sir. Anthony. Will the gentleman yield for inquiry ! 

Mr. Johnson. Certainly. 

5Ir. Anthony. The $175 figure that you need 

Mr, Johnson. I meant $175 per thousand board feet. 

Mr. Anthony. Thank you. 

Jlr. Johnson. That is what Mr. Myers testified to earlier. 

This means that at harvest each acre would be worth somewhere be- 
tween $875 to $1,750. 

If you start talking about $20 per acre per year loan, then let's use a 
15- year loan period. It could go as high as 40 under the bill, of course. 

The Department's witness said that they envisioned that they would 
probably average around 15 years. Over the 15-year period you have 
a total of a $300 loan per acre plus the interest at 7.2 percent which 
would be a good figure in a 10-year period. It doubles so the cost of a 
15-vear period with the loan plus the interest would approximate 
around $750. 

If you are making $20 per aci-e per year times 250 acres, the Depart- 
ment's projected pilot program, then you are talking about $5,000 per 
year loan times 15 years. That is $75,000, Is that right? At the end of 
the 15-year period the man's interest on the loan would exceed the 
amount of money he gets every year. Is that right? 

Mr, Wea^'kr. That is not the proper amortization. 

Mr. Johnson. You get $25,000 per year loan 

Mr. HnCKABY. The gentleman has made several invalid assumptions. 
Perhaps some of the witnesses would like to point this out. We have 
numerous computer printouts using numerous variables and making 
accurate deductions provided to us by the National Forest Products 
Association and IJSDA. 

Mr. Johnson. That is why I am asking about the figures. Are you 
not making a yearly loan under the bill ? 

Mr. Httckaby. Yes ; that is the intent — to make a yearly loan. 

Let me take a moment here to perhaps clear this up. I will give you 
several different assumptions and explain to you how we arrive at the 
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final figure. This is the average tract of land. I believe there are five 
different categories of land insofar as productivity is concerned. We 
took the average tract. 

We made several assumptions. One is that if you assume a 3 percent 
inflation rate which is the figure I gave you earlier, after 35 years the 
~value of the timber harvested would be $5,962 per acre. 

Keep in mind there is more than one harvest. You are going to cat 
; pulpwood and you are going to cut pilings for poles, and jou are going 
to cut saw logs as well. 

If you assume a 7 percent interest rate, that value jmnps to 



Mr. Johnson. Let me ioterrupt. I must take back my time because I 
do not think you can make those kinds of assumptions as to what 
the inflation rate is going to be in the future. Inflation has bem very 
high in the last few years, but if you go back and look historically and 
the rate of inflation we are experiencing right now, it is not continuing 
in thnt way. Forbes magazine has done an article about the history of 
inflation since, about the year 1200. According to that study this partic- 
ular period of inflation we are going through is an aberration. I don% 
know that you can make those kinds of assumptions and make them 
validly. 

Wliat I was trying to find out is this. You are making the $5,000 a 
year loan that the Department was projecting. This is at $20 per acre 
times 250 acres. If you do that for 15 years at the end of that time you 
have a total loan of $75,000. 1 tliink that is correct. 

How is the man supposed to pay his interest ! Is he supposed to make 
it out of his yearly payment? Is that right? I do not see bow this loan 
program is going to provide the management incentive you are talking 
about. I would like for you to give us these answers in written form 
or answer now. 

Mr. Besler. Mr. Johnson, I think the estimate of average produc- 
tivity of the better pine sites in the South will run substantially higher 
than the figures you are using, but that data is readily avail^le. 

Some of the witnesses here could compile that information or cer- 
tainly the Forest Service could respond to that kind of an analysis. 

Furthermore, the assessment of value of that timber at harvest 
period, to use Mr. Huckaby's timeframe of a 40-year period, could 
■easily be determined. You could look at the consequences of carrying 
that loan over that period of time. I think you would find it very 
iavorable. 

I would agree with you that that particular approach needs to be 
tested, but I am confident as to what one would find. 

Mr. Weaver. Mr. Powell ? 

Mr. Powell. This is a very complex situation. You are dealing with 
the Lord's product, and the Lord did not make it all alike. 

It is very complex, and I third it would very definitely be be^ to 
answer this in writing and give you the full benefit of what we have. 
I have difficulty foUowing ^is analysis. If we had kept it on the per 
acre basis, I could have followed it better. 

Mr. Weaver. If the gentleman will yield, I understand the NEPA 
has nn analysis of the proposed loan program by Morgan and Stanley 
and Coan and Couture. 
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Without objfiction, we will place those reports in the record when 
tiiey are furnished. 

[Tlie above referred to information is held in the subcommittee 
file.] 

Mr. Weaver. Mr. Huckaby ? 

Mr. Huckaby. I would like to personally thank all of the witnesses 
who are appearing before us, esijecially Sir. Matthews with whom we 
have worked long and hard on this legislation. 

Mr. Powell, f certainly appreciate your testimony. I think it is 
unique. Not only the National Forest Products Association but the 
major timber holding companies are supporting this legislation. It is 
a very important social concept. 

What we have seen over the last 20 years is more and more small 
landowners, the people who now live in the city who are school teach- 
ers and who have inherited 80 acres or so of land, and they have that 
land sitting idle or they find they are forced to sell the land to the 
major timt^r companies quite often. The corporations are growing 
hirger and larger and less land is being owned by the private indi- 
vidual. 

I think this legislation addresses that social situation by giving 
Americans the ability to retain private land and maintain private 
ownership. Hence, it is very gratifying to me that the major com- 
panies who are. o^vning and acquiring more timberland this year recog- 
nize that in the long haul it is good for America that we retain indi- 
vidual ownership. 

I certainly appreciate your testimony, Mr. Powell. 

I must pick up the line of questioning that we were pursuing. Let 
me point out to Mr. Johnson that there are several harvests of timber 
over the 35-y6ar life. When we talk about 70 years, we are not really 
talking about commercial timber in the South today. I think the wit- 
nesses will agree with me. The absolute longest life of a commercial 
harvest is 40 or 50 years. Normally it is 40 years and perhaps even 35 
years. 

We are talking about three, four, or five harvests within this 35- or 
40-year period. All o£ them have cash flows. We are not just singling 
out the one end harvest and saying that this is the amount of m<Miey 
that is coming in at that point in time. 

We have computer analyses. Granted, if you assume a 3-percent in- 
flation rate, the average productivity could pay $50 an acre which 
would be the maximum amount per year. That is an 8-peroent loan 
interest rate. As you harvested tlie timber, you would pay bock all the 
principal and interest that would be accrued over that period of years. 
If you receive less than the $50, then you would have that much more 
of a hedge or room for protection, 

I have a copy of these analyses, and I will submit them for the 
record. 

Mr. Weaver. Without objection, a copy of the analyses referred to 
will be inserted in the record at this point. The record will remain 
open for this purpose, 

[The above referred to material is held in the subcommittee file.] 

Mr. HucKABT. Would anyone care to comment on the remarks I 
nave made here ? 
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Mr. Powell. I would like to comment on one thing that has been 
said about the money not going for management. 

The cms of the problem is this. A lot of landowners at harvest time 
when they have money are faced with the question as to what is the 
best investment alternative. That is, whether to put the money back 
into the land and reforest the land, or put it in the bank. They do not 
perceive it is in their best interest to put it into timber at this time. 

So, if we had this periodic casli flow this would remove that objec- 
1;ion at that point in time. If they have the money tliey would spend 
it on reforestation. It is not up-f i-ont money we are needing. It is some- 
thing to carry them through. 

Mr. HucKABT, I have heard many comments from individual pri- 
vate landowners as to why should they put the money in timber be- 
cause they would not get anything out of it in their lifetime. So, they 
just wait and their land remains idle. 

Mr. Resijir. Mr. Huckaby, I have noticed throughout the South 
that one of the problems we have faced is that there are a lot of inde- 
pendent woodcutters who will acquire the cutting rights on a piece 
of property and take out that which is commercially valuable and that 
:generates revenue for the landowner, but there is no inducement for 
ploughing back an investment. Sometimes that is a high cost, and thei'e 
is site preparation. 

One of the desirable features of the bill is to tie it to the manage- 
M6nt plan which is technically competent in its preparation. 

Tiie future of the loan is tied into that plan. That is a move in the 
right direction. 

With that kind of technical assistance, and if it were made avail- 
able to all the landowners before they sell their timber, I suspect we 
would see a better job of cutting, 

Mr, HucKAEY. Yes. Thank you for that comment. 

Mr. AVe.\ver. Will the gentleman yield ? 

Mr. Huckaby. Certaimv. 

Mr, Weaver. The loan is to be paidoff at the time of harvest ; is that 
correct ? 

Mr, HncKABY, Yes. 

Mr, Weaver, What happens with the precommercial and commer- 
cial thinning and when you try to take some pulp or poles out ? You 
are reserving the prime saw timber, but what happens to the various 
kinds of cuts? 

Mr. HtrcKABY, Those funds are returned to the TJ.S. Treasury as 
income. 

Mr. Weaver. So, if you take money out for poles, let's say, then you 
pay off the principal and the accrued interest! 

"Mr. Huckaby. Yes. Our concept is this. At 15 years you han-est 
pulpwood, and you receive maybe $8 to $10 a cord. These funds would 
go to pay the loan. 

At the first pulpwood stage, funds generated would not be enough 
to pay for the loan that is outstanding and the interest. 

Once you got to the pole-cutting sSge that would still not be enough 
to pay, but the funds would go 

Mr. Weaver. But the loan tliat is outstanding and the principal is 
being paid down ? 

Mr. Huckaby. Eight. 
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Mr. Weaver. That fits in beautifully, and that aaswers part of the 
questions that the ^ntleman from Colorado was asking. 

Mr. HucKAur. In subsequ^it cuttings after the third cutting our 
analysis shows that the loans, principal and interest, would be paJdoff 
and the landowner would have a surplus of funds, a net profit. 

Mr. Weaver. I thank the gentleman. 

Are there further questions ! 

I want to thank this distinguished ptmel of witnesses. We cannot 
thank you enough for coming. We appreciate your testimony. I think 
you have made a very good case. 

We wUl consider these views. 

At this point we will stand in recess until 2 o'clock this afternoon. 

[Recess taken.] 

AFTERXOON SESSION 

Mr. HucKABT [acting chairman]. The subcommittee will come to 
order. 

Our first witness this afternoon is Mr. Arthur Mitchell of Baton 
Rouge, La., testifying for the Independent Bankers Association of 
America. 

Mr. Mitchell, I want to personally thank you for coming to Wash- 
ington to offer us your thoughts and comments on this legislation. 

STATEUEKT OF ARTHUR IIITCHELL. BATON BOUGE, LA., BEPBE- 
^in'IKO UTOEFENDENT BANKERS ASSOCIATION OF AMERICA, 
WASHinOTOH, D.C. 

Mr. Mitchell. Thank you. 

Mr. Chairman, members of the subcommittees, my name is Arthur 
Mitchell, senior vice president of the Capital Bank of Baton Kouge, 
La, My primary duties involve management of the SBA/FmHA 
departments and mortgage loan department. My expertise is in the field 
of financing and, more particularly, in Government guaranteed loans 
and their sale in the secondary market. 

The Independent Bankers Association of America is a national 
trade organization composed of 7,300 banks. About 75 percent of our 
member oanks have assets of $26 million or less. More than 80 percent 
are located in suburban and rural areas. Over 70 percent of our mem- 
bers are located in the major timber areas of the South and the West, 
in communities ranging from 30,000 to less than 5,000. Consequently, 
the IBAA is heavily involved in rural and agricultural development. 

The typical independent bank represented by the IBAA is locally 
owned. Therefore, the bankers have a genuine interest in the welfare of 
their community. Because the health of the local economy directly af- 
fpcts the health of their banks, our membership is committed to the 
growth and development of rural and agricultural areas, including 
forestry. 

The majority of agricultural and rural credit is supplied by the 
small bnnks that make \m the bulk of the IBAA's membership. In 
lfl74, banks with assets of $25 million or less supplied 55 percent of the 
Nation's aericultural bank loans. Banks of this size represent 75 per- 
cent of IBAA membership. By supplying a large share of bank credit 
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to America's rural comnmnities, our manbers provide a larger service- 
to our Nation's economy than one might assume from their size altme^ 

Because of our involvement in rural and a^cultural development 
and our major role in rural credit, the IBAA is very concerned about 
the growth and strength of America's fore^ industry. I appredate- 
the opportunity to express the views of the IBAA conceminji; the 
Forestry Loan Act. 

Our bank has been involved actively in the SBA guaranteed loan 

{)rogram since the program's Inception. We have made over 300 SBA 
oans totalinj^ approximately $40 million. A large number of these 
have been sold in the secondary market through firms such as E. F^ 
Hutton, Bankers Finance Corp., First Variable Kate Funds, and 
others. 

We are the 13th largest producer of SBA guaranteed loans in the- 
United States. 

We are also active in making FmHA, B&I loans. 

We are thoroughly sold on the positive benefits of the Government, 
guaranteed loan programs. Our experience has shown that when 
properly used, these methods of financing can put money into the- 
hands of those needing it in the most efficient manner, at a mini m al cost 
to the taxpayer. 

My comments are therefore going to be directed toward the use- 
of the guaranteed loan as a vehicle for generating funding of the^ 
Forestry Loan Act of 1979. 

First of all, it is imperative that the guarantee on the loans carrr 
the full faith and credit of the U.S. Government such as the SBA 
loans do. 

Second, the meUiod of payment of the guaranty, in the eivent of 
default, should be like the SBA guaranty, in that the 90 percent 
guaranteed portion would be payable when the loan is in serioua 
default and the lender makes demand for payment. It should not be 
necessary to liquidate the collateral first. 

Third, the guaranteed portion of the loans should be as^gnable 
with a minimum of paperwork to make them easily salable in the 
secondary market. 

A good suggestion is to pattern this guarantee after the SBA or 
the FmHA B. & I, program, since these guarantees have been readily 
accepted by lenders and buyers in the secondary market. 

I would offer for your consideration the following method of hail- 
dline the mechanics of the program. The total needs of the borrower 
would be determined and approved at the inception of the loan, with 
the loan being closed for the amount necessary to provide funds tor 
the first year of operation. 

For example, the cost to clear the land' would be $20,000. It would 
cost $5,000 to plant the trees. The fertilization and maintenance would 
be $15,000. This would total $40,000 for loan year 1. 

At tiie end of the year, a new loan would be closed to pay off the 
prior year's loan, pay the interest and provide funds for maintenance 
for the second year. For example, it would cost $40,000 to pa^ off 
the existing loan with an interest due of $4,800, Then with adding 
$5,000 for spraying, maintenance, et cetera, you would have a totm 
of $49,800 for loM year 2. 
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This would be basically a renewable loan each year where you would 
lend the borrower the principal from the prior year plus the accrued 
interest plus whatever you allow him for maintenance of the par- 
ticular crop of trees. This would increase each year and it would be 
repeated until the loan would be finally paid from the sale of the 
timber. 

This procedure would give us the opportunity to review the opera- 
tion each year and start clean with each loan being fully funded and 
salable each year. Also, if the circumstances changed for the borrower, 
it would give everyone a chance to review the entire situaticm and 
ma-kB wh^ver adjustments are necessary to accommodate everyone. 

I am sure there are other methods of handlin? this program, but 
the one offered here i? one we feel should be easily administered and 
equitable to all concerned. 

I would leave the subcommittees with the following questions, which 
I would be pleased to discuss. 

First : Clarify section 5.C. as to the basis for paying the guarantee. 

Two: Because of the unusual nature of the loan and the difficulty in 
underwriting, is there a possibility to increase the amount of guaranty 
from 90 percent to 95 percent or possibly even 100 percent ? 

Three : Will there be a fee charged for the guaranty ? How much and 
who will pay it ? 

Four : Clarify the method for determining the maximum interest 
rate. 

Five : Instead of loaning money to the lenders as proposed, could the 
Government utilize an agwicy to purchase the loans, thereby relieving 
the lender of the problem of having debts on their books, thereby re- 
ducing the borrowmg limits ! 

Six : Can the borrower pay himself a salary for labor performed for 
himself and by himself? 

Again, on behalf of the IBAA, I am pleased to testify in support of 
H,R. 4718 and I would be happy to answer any questions you may have 
at this time. 

Mr. HucKABY, Thank you, Mr. Mitchell, for a compr^ensire state- 
ment. 

Are there questions from members of the subcommittees? Mr. 
Johnson ? 

Mr. Johnson, I will defer to Mr. Weaver at this time. 

Mr. Weaver. In reading your testimony, Mr, Mitchell, I see that you 
are testifying on H.R. 4718. Did you mean therefore that H.R. 4718 
does not pledge the full faith of the United States? 

Mr. Mitchell. I am not really clear on that, I know that we had 
some problems. I believe it was at the inception of the FmHA B. & I. 
prt^ram that the t^e of guarantee that was granted was one that was 
different from having the full faith and credit. My only comment here 
is that when it is drawn up I think that particular things need to be 
addressed to be sure that it does. We had problems in the early stages 
of selling in the secondary matrket because of that, 

Mr. Weaver, Is it now a 90- percent loan and you want it to be a 100- 
percent loan ? 

Mr. Mitchell, I think 90 percent will work, but it is an unusual 
underwriting job to underwrite a debt for 40 years based on something 
that is going to sell 40 years hence. I think it would remain to be seen 
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in the pilot piogiani as to whether or not you would have enough 
lenders who would he willing to talie any risk at all in this program 
or not. 

Again, our particular bank, I think, would do it with 90 percent. 

Mr. Weaver. You mentioned the SBA loans. They are sold in the 
secondary market, aren't they? 

Mr. MiTCHKLL. Yes. 

Mr. Wea\'er. This could be sold in the secondary market, don't you 
think? 

Mr. MrrcHKu,. I would presume so. If it could not, I will make this 
comment. I do not think you would have any bank that would have 
much interest in it if it could not. You would have to be able to get 
your cash back into production. 

Mr. Weaver. Tliank you, 

Mr. HucKABT. Mr. Johnson ? 

Mr. Johnson. I can understand your feeling that you have to be 
able to lay otf these loans because you are not making these kinds of 
loans at the present time. The banking industry obviously cannot 
finance something for a 40-year period as was testified to here this 
morning. 

If you lay off these loans at 90 or 100 percent, and let's use the figure 
of 100 percent because that is what you have requested, then what 
would lie the function of the banker and what would be his profit? 

He would make the loan and lay it off to the Government or the 
secondary mortgage market and there would be no risk involved to 
the banking community. Is that right ? 

5Ir. Mttciif-ll. Xo, sir. 

The idea of the 90-percent loan with SBA is to keep the bank honest 
in its underwriting. From the standpoint that it has a risk factor 
involved and that is why they do it. 

This particular program — I'm not sure whether that would be the 
same set of circumstances or not. I think if it were a lOO-percent 
guarantee, then I think the bank's role would be one of administration 
of the program rather than as an underwriting factor. 

Mr. JoHNsoy. Do you thdnk you would be involved as a lender for 
10 percent, taking that risk for a 40-year period? How many banks 
do you know that make 40-vear loans ? 

Mr. MrrciiKLi,. I don't think any of us would without the ability to 
lay off the bulk of the loan. 

Mr, JoTiNsoN. If you could lay off 90 percent would you carry 10 
percent of the loan for 40 years? 

Mr, MrrciiEij,. Yes, I think so. 

Mr. Johnson. You would continue to make them on a yearly ba^s ? 

Mr. Mitchell. Yes. If I am given the latitude of the interest spread 
to make money off of my investment, then I would. 

Mr. Johnson. What kind of interest rate would you charge? 

Mr. Mttchell. I will use SBA as an example. Right now the max- 
imum rate is 12 percent on a fixed basis. 

We could probably sell the guaranteed portion in the secondary 
market today at between IO14 or 11 percent, or somewhere in that 
neighborhood, 90 we are making 1 percent servicing on the guaranteed 
portion. 
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This is coupled with the 12 percent that we make on onr 10-percent 
retainer, we are getting a pretty good return which is worth the risk 
you are taking and it is worth uie administrative cost of handling 
the loan. 

Mr. Johnson. So, the cost to the borrower would be approximately 
under the present rate 12 percent for the 10-percent portion and about 
10 percent for the 90-percent portion ? 

Mr. MrrcHELL. Eight. It would follow the same market avenues 
that are available to us today. This is about what you would do with 
an SBA loan, and I presume this would fall into the same category. 
I do not know for sure. The SBA maximum is 28 years. I am not sure 
what the 40 year would do as far as the secondary market is concerned- 
Mr. Johnson. You would be charging a 1-percent handling fee for 
the flO percent that you lay off ? 

Mr. Mitchell. A spread of about a 1-percent differential between 
interest collected and mterest paid is about right from the standpoint 
of being economically feasible to the bank and not being overly bur- 
densome in rate to the borrower, I think it is a pretty medium figure, 
jes- 

Mr. Johnson. Have you put a pencil to what this means to the 
borrowers over the 15-, or 20-, or 40-year period, or whatever it might 
1je? 

Mr. MiTCHBix. No. The only thing it would cost the borrower is the 
interest rate. As far as cost is concerned, that is it. I am talking 
Ijeyond the cost of taking care of the trees. I don't know what that 
-would be. His cost is not regfulated by the spread. He would make a 
loan, and we would charge him right now 12 percent, let's say. That 
iis what his interest is going to be. 

Mr. Johnson. Put it on a year-to-year basis for the loan. You make 
■fi loan 1 year and then you mstke it another year. 

Mr, Mitchell, It would be to his advantage to do it that way be- 
cause otherwise if he went to an investor today and asked him to 
commit his funds for 40 years, he has got to plug in thei-e the market 
risk of his money. I think that all would be treated more fairly on 
■a year-to-year basis. This is our opinion. This may not hold true, 
but 

Mr. Johnson, You could pull the plug on a man, then, for your 
10 percent on a year-to-year basis. Isn't that true ? 

Mr. Mitchell. I don't think you would, but 

Mr, Johnson. But you could. 

Mr. Mitchell. Yes, I know, but I do not think this would be 
allowed. This could be in the loan agreement that if he is complying 
with his requirements then the only thing that would be reviewed at 
that time would bp the market rate of interest. 

Mr. Johnson. There are no requirements except that the trees grow. 

Mr. Mitchell. What I am saymg is this: I thmk you would have to 
re™w the interest for one thing. The program calls for his having to 
comply with the forestry management program that has been adojrted 
for him, as I understand the bill. You cannot just get the money and 
leave tlie countiy. He has to comply witli the forest management plan 
Ihat has been presented to him and that has been approved. 

Mr, Johnson. According to the Ijibrary of Congress, the guy could 
take th,e money and run. 



dbyGoogle 



80 

Mr. Mitchell. Then you take his land. 

Mr. Johnson. You nave the timber as collateral, in effect. If the 
market fell radically for the timber business then it would seem to me 
you could pull the plug and at times you would have to. 

Mr. Mitchell. Yes. 

Mr. Johnson. Then we would be in a situation where we have a 
Government program where the Government has guaranteed a loan, 
or 90 percent of a loan, and you are pulling tiie plug on 10 percent 
Then where are we ? 

Mr. MncHELL. The only thing is this: Traditionally, wheal banks 
have made guaranteed loans they are the last ones that want to pull the 
plug. They have created a customer. They have a relationship. Tha 
only time they ever pull the plug is if the borrower just completely 
abandons everything and nms. 

This is the case of any defaulted loan. In a case like that even the 
Government will have to try to recover what it could from the collat- 
eral that is involved in the loan. But just to pull the plug because they 
have the right to is inconsistent with everything that banks do. 

Mr. Johnson. Under this program you would also be making the 
loanstothosewhocouldnot qualify for loans elsewhere; right! 

Mr. MrrcHELL. That is not the way we would look at it. 
When you look at qualifying, I think there is a big difference betweai 
not qualifying creditwise and not qualifying because money is just not 
available. 

If you came to our bank and wanted to borrow money to put into a 
crop loan that is not going to have a. repayment ability for 40 years, my 
answer would be no even if yon have the best credit in the world and the 
best collateral. I can't make that kind of a loan. So, from that stand- 
point you could not get the loan anywhere. But if you came to me with 
a Government guarantee and your credit was lousy, I wouldn't make 
you the loan anyway. 

Mr. Johnson. My time is up. I thank you. 

Mr. Hdckabt. Mr. Mitchell, you expressed interest in increasing the 
guaranty from 90 percent to 100 percent. Is your thought basicaUy to 
give the bank total protection or to help in selling tihe loan ofbligation 
in the secondary market ? 

Mr. MrrciHELL. We have found in our experience with SBA that 
even with the 90- percent guaranty that it is very, very difficult to get a 
lot of banks interested in the program and for all kinds of reasons 
that are too numerous to go into now. 

The only reason we commented on this is because you are going into 
a new program, and you want to get maximum participation during 
this pilot program. My only idea was that a greater percent of guar- 
anty may bring other banks into utilizing this program where 90 per- 
cent guaranty may not. 

This whole assumption may be incorrect. This is one tJiat we made 
on our own based on that kind of observation. I think we would do it 
with the 90 percent but bear in mind that we have be^i doing this for 
7 or 8 years now. We are accustomed to it. We know the value of 
doing it. 

That is all I was trying to say. I think 100 percent guaranty would 
make reluctant banks more interested in participating. 
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As far as the secondary market is concerned, it would not matter 
because all they are going to buy is the guaranteed portion anyway. 
So it would strictly te a case of maybe appealing to some banks that 
might otherwise not want to get involvea. An ultraconseryative bank 
may take the same attitude even with the guaranty that they do right 
now on forest loans. They don't want to make them because of tlie long 
terms. That is strictly a suggestion- 
Mr. Httckabt. Could you walk me through the mechanism of how 
you envision the program working? 

Let's say that a timber owner or forestry landowner wants to put 100 
acres into the program. Let's say that the recommendation is that we 
pay him annual payments of $25 an acre. That would be $3,500. 

If he came to your bank, what would you do ? How would you pack- 
age it ? Would you put several loan agreements together and maybe all 
the business you had and try to place it all ag one secondary situation? 
Or, would you keep a piece of the action, or what? You would have 
the rollover with the interest rate. Would you elaborate a bit on this? 

Mr. MiTCHEtx. This would depend again on the size of the deal that 
came in. As we got out and tried to handle this program, if we fmind 
that the bulk of the loans were in the neighborhood of $2,500 to $5,000, 
or $10,000 to $15,000, then I think we would have to package them. It 
would be very difficult to go to the secondary market and sell a lot of 
re-al small loans. When I say "small" I think in the secondary market 
$25,000 is generally considered small. If you looked at it from that 
standpoint, I think you would probably have to package it. 

Probably our first desire, because of that, would be to have a vari- 
able rarte loan so that you could afford to put them on the books and 
accumulate them and not get caught in a price cnmch because of a 
change in the market 

We would probably take that application, as we do for any other 
loan, and we would underwrite it, to the degree that we could, as any 
other loan. In other words, there would be good credit requirements, 
stability of thb person, and so on. We do not make a bad loan because 
it has a Government guaraJity on it. We want a man who is going to 
pay and who is going to be a good customer ; therefore, we would check 
thftt part of it out. 

For economic feasibility of it, we would have to rely on the Forestry 
Department of USDA, or whoever has all the statistics available, to 
tell us that this particular crop can pay for itself when the time comes, 
and 90 on. 

If not, then we wouM have to do onr own study and make our own 
determinations. Assuming all the factors proved favorable, we would 
then go ahead and make a loan to the man, put it on the books, and sell 
off the guaranteed portion. If it is a big enough deal, we would do it 
individually, and packages if it were not big enough. 

Mr. Httckabt. In the second year, you would come back and lend 
him mavbe $27.50 instead of $25 to pay the interest? 

Mr. MrrcHELL. Yes; to pay off the first loan and put a new one on 
and repeat the procedure again under the plan we are talking about 
here. 

Mr, Httckabt. I see. Do banks have the authority to make that type 
of loan today ; that is, the rollover effect ? 

Mr. MrrcnELL. To cover the interest ? 
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Mr. HucKABT. Tea. 

Mr. Mitchell. Yes, we do it to some degree when we make a de- 
velopment loan, where you advance for interest during the course of 
development because of counting on the overall value being there- 
when the thing is sold. 

Mr. HucKABT. One final question. Would a mandatory requirement 
for insurance enhance the Imnk's willingness to take the loan and to- 
market it ? 

Mr. Mitchell. I think it would be vital if all you had as collateral 
would be the crop. I think tJiat if the man came in and owned the 
land and you could take a mortgage on the projKrty, it is always 
nice to have the insurance, but I think it would be less of a factor than 
if he came in and, let's say, he had an existing mortgaffe on the land 
and your collatei"al would be only to the extent of the crop itself. 
I think without some kind of crop insurance, the bank would not do it- 
Mr. Hdckaby. Would you be willine to make the loan without 
taking a mortgage on the land? I would say just using the timber as- 
collateral ? 

Mr. Mitchell. Witli insurance, yes, it is possible we would. I would 
have to sit down and look at the whole picture, but it wouldn't be our* 
preference. 

Mr. HucKABT. I see. What about without insurance ? 

Mr. Mitchell, Without insurance and without the land, I cannot- 
see us doing it. 

Mr. HuCKABY. Even with the 90 percent guaranty' ? 

Mr. Mitchell. Even with 90 percent. Slaybe with 100 percent, but 
I do not think we would take the 90 percent risk. I think that goes 
beyond just an underwriting risk. I tliink you are betting on the 
weather and everything else. I don't think that is what a bank is for. 

Mr. HucKABY. If you close the gap to 95 percent, would that en- 
courage your involvement in the program ? 

Mr. MiTCHELi.. I don't know. We would have to talk that one over 
in specifics, 

Mr. HucKAEY. Are tliere any questions by members? Mr. Anthony? 

Mr. AxTHONT. Mr. Chaii-man, I came in late. I will yield back my 
time. 

Mr. Hdckaby. Mr. Johnson? 

Mr. Johnson. Let me nail down that significant point. You think 
that if vou did not hnve the mortgage on the land that you could not 
be involved in tlie 10-pei'cent or 5-perccnt loan commitment for the 
40-year period ? 

Mr. Mitchell. I will answer as tnithfullj- as I know how. That 
would depend on the fellow, T could see on a given bon-ower, depend- 
ing on what kind of resoui-ces he has besides what he is trying to do, 
and depending on how much money he is bori"owing compared to what 
he is worth, tliat he would take that risk. I could see in other cases 
where we would not. 

For me to give you a blanket answer, I cannot because I do not 
think that is the kind of business we are in. 

If the guy comes in and if he has been on this property for 20 years 
and this is something he will tiy on the side, then I think the 95 per- 
cent would work. Even if he lost it all, he probably would have the 
resources to take care of the obligation. However, if this is somebody 
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who is going to take everything he has and put it into this program, 
I would say probably not. 

Jlr. Johnson. You would also require that your 10 percent, I sup- 
pose, have priority over the 90 percent ? 

Mr. Mitchell. No. Assuming we wonld do this like the SBA does, 
we would share 90-10 all the way through. I do not think this would be 
necessary. I have a little bit of mixed feelings about making it too easy 
for the banks because bankers are human beings also. The temptation 
might be a little too great to make any loan that c/)mes down the pike. 

Mr. Johnson. That is what you would do if you had 100 percent. 

Jlr. Mitchell, Maybe. 

Mr. Johnson. You would not be actually taking any risk. You would 
be an administrator. You would be the administrating body and under 
those circumstances it would be to your interest to charge them 1 per- 
cent for a service fee ; right ? 

Mr. Mitchell. I think you would have to look at the program a lot 
different if it were 100 percent guaranty versus the 90 percent. I think 
vou would have a whole different animal even though you were calling 
it the same thing. 

Mr. Johnson. I am not trying to put words in your mouth but when 
you got back to the 10-percent loan for a 40-year commitment, at one 
point you said that you probably would not make loans unless you had 
a mortgage against the land. 

Then the second time we went over that you said that maybe you 
would. Is that right ? 

Mr. Mitchell. You asked me if there were cases where we would 
not make it if we did not have a lien. What I am saying is on an iso- 
lated case if it is a small enough loan and we have a gocd enough bor- 
rower, we would consider doing it. 

Again, as an across the board — if vou asked me if we would be inter- 
ested in a program where across tlie board we would never have ft 
mortage on the land and that we would only have — then as a program, 
we would not be interested because we have seen too many cases where 
this would not be enough protection. 

Mr. Johnson. So, before you would do that without a mortgage 
against the land, that would require other outside assets! 

Mr. MiTCHFXL. Yes. 

Mr, HucKAKT, If the gentleman will yield, what if you had the 
insurance program ? Let's say this man has all of his assets tied up 
and he wants to get into the program. He has not that much in addi- 
tional assets but he has insurance covering that crop. He does not want 
a lien on his land. 

Mr. Mitchell, It would depend on what the insurance covers. 

itr. HucKABT. That is a good point. 

Air, Mitchell. If it covers every kind of hazard that comes along, 
that it would be one thing. But if all that it covers is a certain type of 
beetle, that would not be enough. If it would cover forest fires and so 
on. then we might try it? How about insect infestation? 

The only risk that a bank is going to be willing to take above normal, 
let's say, would be the unusual market risk of the long length of time. 

However, if you have fo rely on the crop to pay and that crop has 
vulnerability to be destroyed, then I cannot imagine a bank making 
that kind of loan unless he has something to back it up with. 
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Mr. HucKABT. Mr. Mitchell, I do not know if you are aware of the 
fact that we have legislation pending before the full Agriculture 
Committee now iii the markup process providing; crop insurance. 

One of the sections within provides for timber insurance through the 
Federal Crop Insurance Corporation which is a comprehensive poliqr 
including wind, hail, fire, and insects. 

If that became law, and if we then wrote into this legislation a re- 
quirement that a person purchase that type of insurance which will 
be available from private insurance agents and independent agents, 
then could you make the loan ? 

Mr. Mitchell. Then we would look favorably upon that if that is a 
comprehensive situation. In other words, it guarantees a crop. That 
would almost have to be that kind of comprehensive situation before 
we would do it. 

Mr, JoHN80^^ If the gentleman will yield, are you familiar with the 
insurance rates on timber for a 40-y6ar period ? 

Mr, MrrcHBLi,. I have no idea. If the rates were too high to make it 
feasible, it would not make sense at all. 

Mr. Johnson. It could be, couldn't it ? 

Mr. MrrcHELL. Yes ; it could be. 

Mr. Johnson. Mr. Chairman, we ought to have testimony about 
what the actuarial insurance should be on something like that. 

Mr. HucKABr, Yes ; that is a good point. To the &st of my under- 
standing, there is very little actuarial data available and there are 
ve^ few insurance companies in this business today. 

I understand a couple of insurance companies have expressed inter- 
est and are starting to get into this field, but this is going to be one of 
the problems that I feel we are going to encounter initial^. There will 
he a lack of actuarial tables mgofar as determining premiums for 
this type of insurance. 

Are there any further questions from members ? 

If not, we thank you, Mr. Mitchell, for being with us today and for 
your excellent testimony, 

Our next witness is Mr. Vondal S. Gravlee, representing the N'ational 
Association of Homebuilders. He is accompanied by Mr. Robert D. 
Bannister who represents the National Association of Homebuilders 
here in Washington. 

You may proceed, Mr. Gravlee. 

STATEMENT OF VOHBAL S. GBAVLEE, BIMONGHAH, ALA., EEPRE- 

SERrnro national association of noue suildebs 

Mr. Gravlee. Mr, Chairman and the members of the subcommittees, 
my name is Vondal S. Gravlee and I am a home builder from Birming- 
ham, Ala. I am testifying today on behalf of the 118,000 members of 
the National Association of Home Builders (NAHB). NAMB is 
the trade association of the home building industry of which I am 
president. Accompanying m© today is Robert D. Bannister, senior 
staff vice president for governmental affairs. We appreciate the op- 
portunity to appear today and discuss the Forestry Loan Act of 1979. 

NAHB is vitally interested in increasing domestic timber produc- 
tion. Until 10 years ago, America was selfsufficient in timber. Today 
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we import almost a third of our needs from Canada. As home builders, 
we are concerned that our industry is so dependent on foreign sources 
for its primary building material. There is a striking and uncomfort- 
able parallel between our reliance on foreign oil supplies for energy 
and our increasing dependence on foreign timber for housing. With 
demand for housing expected to increase in the next decade, it is 
likely that we will become even more dependent on imports unless 
we increase domestic production. Our national forests cannot alone be 
expected to fill the gap between domestic timber production and 
demand in the future. Our private timberland must also increase its 
contribution. 

While there is a large standing inventory of softwood sawtimber in 
the South, production there has not come close to reaching its potential, 
Almtst three quarters of the commercial timber acreage in the South 
is on farms and other miscellaneous private lands. A major problem 
for the owners of this private, nonindustrial timberland is the lack 
of financing to support the long term timber investment. Small 
growers do not have the capital or incentive to make an investment 
mat they often will not realize in their lifetime. On average it takes the 
Southern pine iOyears to reach maturity. 

The Forestry Loan Act of 1979 would set up a pilot program that 
could provide a needed incentive for private, nonindustrial land 
owners in the South to grow timber. Under the program the Depart- 
ment of Agriculture would guarantee loans to private, nonindustrial 
landowners committed to productive forest management. Periodic 
cash disbursements would be made to owners throughout the term of 
the loan, providing an income that would not otherwise be realized 
until the timber was sold. NAHB agrees with the basic concept of the 
Forestry Loan Act and commends Representative Huckaby and the 
other cosponsors for the introduction of this important bill. 

Our primary support for increasing private, nonindustrial timber 
production is because of the favorable impact that an increased do- 
mestic timber supply might have in moderating lumber prices and, in 
turn, new home price increases. Increases in lumber prices have con- 
tributed significantly to the present serious housing cost spiral. During 
the years 1976-79 the producer price index for softwood lumber has 
risen almost ."iS percent. This increase has added nearly $8,000 to the 
cost of a median priced new home. 

During the period 1971-78, new home prices rose twice as fast as 
consumer prices as a whole and outstripped the rate of growth of per- 
sonal incomes. By May of 1979, the median sales price of a new home 
had reached $62,900. (See exhibit A.) With housing prices continuing 
tor ise, an increasing proportion of families are being priced out of 
the housing market. Clearly, future lumber price increases brought on 
by static domestic production would only exacerbate this unfortunate 
trend. 

Lumber and wood products are the primary building material in 
new home constrnction — making up 15 percent of the purchase price 
of a new home. Because of the importance of lumber to new home 
construction, price increases have a direct and immediate effect upon 
the prices of new homes. Tliis effect is heiehtened during periods when 
the level of new construction is high. NAHB's Economics Division has 



dbyGoogle 



86 

estimated that housing starts will be maintained at an average annnal 
level of 2^ million during the next 10 years. (See Exhibit B.) NAHB 
projects that this higherlevel of new home starts and the expected 
snrge in home remodeling in the 1980's will boost the industry's annual 
timoer consumption to a level of 27.5 billion board feeL This figure 
is almost 10 billion board feet above wliat the industry's annual timber 
consumption was during the 1970's. We project that due to the hi^ 
demand for lumber in the 1980's imports or Canadian lumber could 
increase to 23 billion board meet by 1982, compared to 12 billion in 
1978, if we do not increase domestic production, (See exhibit C.) 

We believe that it is ill-advised for America to increase our reliance 
on a foreign lumber source when our own forests are underproducing. 
Domestic consumption of Canadian lumber has risen to a point where 
it is supplying 29 percent of our needs. Our imports represent two- 
thirds of Canadian production. There are a number of factors which 
We believe make such a development undesirable. First, there is sub- 
stantial evidence that the Canadian timber industry will have diffi- 
culty finding economically accessible timber to meet our lumber 
demand in the 1980'8 without drastic price hikes. A January, 1978, 
study for the Canadian Forestry Service found that Canada does not 
have "a comfortable timber surplus." ^ The study stated that the Cwia- 
dians were already having trouble finding accessible tunber that could 
be marketed at the current low price. 

Second, XAHB is very concerned with the impact that our imports 
of lumber are having on our balance of payments deficit. Imported 
lumber accounted for $2.9 billion or 9 percent of our $32 billion trade 
deficit in 1978, fueling our inflation rate. Since NAHB projects that 
softwood lumber imports could reach 23 billion board feet by 1982 — 
more than double present levels — this could add an additional $8 bil- 
lion to our 1977 balance of payments deficit — a 27-percent increase. 

Third, the increasing competitiveness of Canadian lumber in I7.S. 
markets can be directly tied to the decline of the Canadian dollar 
against the U.S. dollar. Until recently, the two currencies maintained 
a rough parity, but the Canadian dollar is currently at $.85 (U.S.). 
This is a volatile situation since the likely recovery of the Canadian 
dollar will cause a precipitous rise in the price of lumber. 

Fourth, there is good reason to believe that considerable political 
sentiment may develop in Canada against the export of lumber to the 
United States. Seventy-one percent of the Canadian lumber we import 
comes from the Province of British Columbia. This year the New 
Democrats came within 5 seats (out of 57) of overturning the present 
provincial government in British Columbia. The New Democrats cam- 
paifined on a platform in opposition to continued lumber exports to the 
United States. 

The Carter Administration recognized the need to increase national 
forest timber production and decrease our reliance on inflationary im- 
ports when it recently ordered the Forest Service to depart from its 
nondeclining even flow timber harvesting policv. According to the 
Administration, the Forest Service will sell 1 to 3 billion more board 
feet of timber in fiscal year 1981 under this new harvesting policy. This 
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■action will definitely help the timber supply situation in the 1980's, but 
it will not be enough to meet the demand for lumber caused by the 
projected surge in housing starts in the next decade. 

We cannot look to RARE II lands or to those owned by the forest 
industry for the final resolution of our Nation's timber problems. Even 
if all the commercial timberland studied under RARE II were released 
for timber harvesting, which is highly unlikely, lumber demand would 
still far exceed domestic timber supply. The annual board foot poten- 
tial timber yield of the lands recommended for multiple uses by the 
President under RARE II is only 3.7 billion. Increased harvests from 
private fot'est industry lands in the Northwest will not be forthcom- 
mg either. The Forest Service projects that softwood output from these 
lands will actually decline by 30 percent in the years 1970-90. 

Clearly, the best expectations for meeting the increased future de- 
mand for lumber and for decreasing our refiance on imported lumber 
lies with the private, nonindustrial landowners. The 1980 draft assess- 
ment done by the Forest Service under the Renewable Resources Plan- 
ning Act (RPA) of 1974 stated that "growth over removal balances 
indicate that Eastern Forests, and especially those in the South, can 
support larger softwood timber hairests." A special effort must be 
made by the government to address the special characteristics of 
Southern timber production in order to increase timber harvesting in 
the South. 

A program such as outlined in Representative Huckaby's bill could 
stimulate investment in forestry, if it addressed the needs of private, 
nonindustrial timber owners. Since production, especially in the South, 
is mainly confined to small woodlots, we recommend that the pilot 
program be limited to owners of small farms. We would also recom- 
mend strict provisions that would keep large landowners from sub- 
dividing their land in order to qualify for the program. We see the 
primary purpose of the pilot program as aiding landowners who are 
too small to afford the cost of the long-term timber investment. 

The bill states that the ! and owner shall : 

"Prepare, keep current, and adhere to an individual forest manage- 
ment plan which shall be developed in cooperation with and be ap- 
proved by the State forester or equivalent ofiicial and shall describe the 
activities needed to maintain or increase the productivity of the land 
owner's forest land. The management plan shall also include estimates 
of the volume of timber to be harvested during the term of the loan 
and the value thereof." 

NAHB wishes to emphasize that strict adherence to such a plan is 
vital if nonindustrial, private landowners are to increase their timber 
productivity. The 1980 EPA Draft Assessment points to the need for 
strong forestry management in the South : 

"The vast majority of softwood inventoir in the South is the result 
of material regimentation of abandoned farmland or burned acres. 
These inventories cannot be maintained or greatly expanded unless a 
more active softwood management program is pursued than is 
common today." 

NAHB recommends that USDA set guidelines for forest manage- 
ment plans and recommends that State Forestry officials abide by these 
guidelines in approving individual plans to insure the maximum 
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amount of timber productivity under this program. NAHB would 
lite to point out that over 90 percent of the wood used in new homes 
comes from softwood sawtimber. Therefore, we strongly urge that tiie 
plans emphasize softwood productivity. Increased softwood harvest 
would have the eventual effect of increasing the amount of lumber 
available for housing and moderating lumber and new home prices. 

XAHB is concerned that there is no ceiling on the nmnber of land- 
owner that can participate in the program. Since a landowner may 
borrow up to $50,000 annually for 40 years, we think that the program 
could take up a large share of the amount of credit available in rural 
areas. We are concerned that a very active forestry loan program could 
impede on the supply of mortgage credit for people to buy homes in 
these areas. "We propose tliat a ceiling be placed on the amount of 
money that can be borrowed under the pilot program and on the num- 
ber of landowners who can participate, We also propose that the 
Secretary consider the effect on the supply of home mortgage credit 
when he makes his annual report to Congress on the progress of the 
pilot program. 

NAJIB believes in the concept of Representative Hucliaby's bill, hut 
we think that the pilot piogram should be small and carefully ad- 
ministered. Because of the length of time it takes trees to reach 
maturity, we question whether five years will be enough time to 
measure the effectiveness of the program. AVe believe that Congress 
should consider a longer program. Also, we would ask that owners he 
required to spend all or the predominant portion of their income from 
the program on timber management. Lastly, we reconmiend that a 
person concerned with housing sit on the advisory committee that is 
proposed in the bill. Since the housing industry consumes almost one- 
half of the softwood sawtimber used in this country, we believe that 
the interests of home builders and future potential homebuyers should 
be represented. 

NAHB recognizes that a program like the Forestry Loan Act would 
not have an effect on timber supply for a long time. Increasing 
Southern timber production will be a very slow process. The Forest 
Service, the owners of the significant portion of mature, old growth 
timber in the country, will have to provide part of the increase in 
domestic timber production in the short term. Because of high demand 
in the 1980's, we will most likely have to increase our lumber imports 
from Canada. However, in the long run we must look to the South to 
supply a greater proportion of our timber needs. A program like the 
Forestry Ix>an Act would help insure that the private, nonindustrial 
landowners of the South make the needed investment in forestry. 

Thank you very much for allowing us to present our views. We 
would be nappy to respond to any questions that you may have. 
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Private Profluollon 



Mr. Htjckabt. Thank you, Mr. Gravlee, for your statement and 
also for your specific recommendations. Mr. Anthony? 

Mr. Anthony. Thank you, Mr. Chairman. 

Let me congratulate the gentleman on setting the theme of what 
I think is the theme that could be used to stress the importance of 
this particular piece of legislation. That is the comment that you 
made on page 2 where you talk about "a striking and uncomfortable 
parallel between reliance on forei^ oil supplies for energy and our 
increasing dependence on foreign timber for housing." 

Finally, we have gotten the public's attention in the area of energy. 
Although thei-e were many people hollering and shouting forth facts 
and figures and talking about the coming of an energy crisis, by and 
large the public was not listening. It had closed ears. 

It was only with the energy crunch recently that it has opened 
the ears and eyes of the great majority of the people. 

Those of us in the industry have seen this coming for a long time. 
With the continued locking up of the timber in the Northwest, we 
have seen the large companies move into the South in rapid numbers. 
You only have to pick up trade journals to see how many new plants 
they arc proposing for the future. They are coming in and buying 
vast acreages of land in order to be able to mill and log those plants, 

We need to be telling the people that we are going to have a fiber 
crisis in the next 30 years. We should not be caught ^ort. We should 
not wait 30 years to suddenly find that we do have this. We ought 
to learn from the energy shortage. We ought to stay ahead of the 
game. 

I think you set that out very well. 
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I would like to see you continue to sell that message. I think that 
is one message we could continue to get votes on out of the Congress 
because it is something they understand. 

Forestry is something that by and lai^e people do not understand. 

You also stressed the importance of the softwoods as this goes into 
the home. You did stress the fact that the homes have been increasing in 
cost. 

I have a 15-year-old child and a 12-year-old child. I wonder whether 
they are going to be able to own a home. It is a great dream of theirs for 
years to come. 

So, I want to compliment you on the way you set forth your testi- 
mony, I believe we will be able to take this t^timony and make some 
points. I hope it will help gain support for this bill. 

Thank you very much. 

Thank you, Mr. Chairman, 

Mr. HucKAET. Mr. Johnson ! 

Mr. Johnson. Thank you, Mr. Chairman. 

Mr. Gravlee, can you tell me what forest land sells for in the South? 
I assume von are familiar with that area. 

I am talking about when it has no timber on it. 

Mr. Gravlee. I am not aware of the prices, that is, as to what land 
sells for. You are talking about the land that is under development for 
forestry ? 

Mr. Johnson. I was talking about land after you had harvested the 
timber. What would it be worm before you started to replant ? 

Mr. Gravlee. It is hard to say, but I would say that it is farmland 
then. Therefore, I would say it is in the area of about $1,000 to $2,000 
an acre. 

Mr. Johnson. 'What is it worth when it has scrub timber on it that is, 
let's say, 20 years away from harvesting i 

Mr. Gravlee. You are above my head because I am not familiar with 
timber. 

Mr. Johnson. My concerns are these. You have stated a problem that 
we have in the country. There is no doubt about that. We are talking 
about the high cost of housing. I am not sure this bill addresses that 
problem. Some of the recommendations that you have about insisting 
that the bulk of the money be spent for timber management are good 
suggestions. They are not presently in the bill. They are not even con- 
templated by the sponsors of the bill, as I read the bill and as I hear the 
testmiony today. 

It seems to me that this is the kind of program where a person could 
finance the purchase of land and have, in effect, these Government- 
guaranteed loans pay for the purchase of the land and accumulate the 
land itself over a long period of time. It looks to me like it is aid to the 
rich — not aid to the poor. 
I do not see where it is necessarily going to aid the housing industry. 
Therefore. I have real qualms about the bill. I understand what you 
are talking about, but I do not think that necessarily translates mto 
support for this bill. 

Until I am convinced of that, I will have to vote against it. I have 
always supported the homebuilders in their prc^rams, but I am not 
with you on this one. 



dbyGoogle 



92 

Mr. Gbavlee. I think we need to look at the long ruige. New land 
starting off a^ a forest today will not help my generation, but we 
must look down the road for future generations. Had we done this 
and had this type of program iO years ago, we would have timber. 

The timber Mortage is a very importaat part of the production of 
homes. Demand for housing, as we have stated here, is going to con- 
tinue to increase. We have recognized in the past that there nas been 
A magic 2 million unit-per-year production of homes just to meet our 
needs. This is no longer true. We recognize the fact that in the decade 
of the 1980*3 we will have 42 million Americans reaching the age of 
30 as compared with 30 million reaching that age in the £cade (H the 
1970's. That is roughly an increase of one-thir(L These are the people 
that reach the home-buying age. 

Mr. Johnson. Yes : but this bill is not going t» help them. 

After a period of about 10 years, then you pass the baby boom. I am 
not so sure that the long-range viewpoint that you are talking about 
is necessarily going to benelp^ by this particular bill. 

Forty years from now who knows what it will be i 

Mr. Gravles. Also, we recommend that this be used for small type 
farms producing timber. 

Mr. Johnson. Thank you for your testimony. 

Thank you, Mr. Chairman. 

Mr. HucKABT. Mr. Jones of Tennessee ? 

Mr. Jones of Tennessee. I did not get to hear all of Mr. Gravlee's 
statement, but I do have one question I would like to ask him. 

Would this program offer a disincentive to the subdivision of land 
for housing development? 

Mr. Gbavlee. No ; what we were referring to on subdivision is this. 
Let's assume that someone has 2,000, 3,000, or 4,000 acres of hmd. 
Let's assume that you set guidelines of 300, 400, or 500 acres. 

We were addressing the problem of not letting someone subdivide, 
let's say, a 3,000 acre tract of land. If your requirements were for 300, 
then we would not let them subdivide that into 10 pieces of land wid 
have 10 different loans on the same piece of property. We were not 
talking about the subdivision of property for homes. 

Mr. Jones o£ Tennessee. I see. Thank you. 

That is all I have, Mr. Chairman. 

Mr. HtrcKABT, Mr, Anthony ? 

Mr. Anthont. Let me call your attention to page 9 of your pre- 
pared testimony, Mr. Gravlee. 

You make some suggestions that because of the amount of money 
that can be borrowed annually for a long period of time, for example 
40 years, that there is a potential problem of usurping the credit that 
would be available for people actually to build homes, that is, to bor- 
row the money to build the homes. 

You see something that could be at cross-purposes potentially. You 
make the suggestion that there be a ceiling placed on the amount of 
money that could be borrowed under the pilot program and the num- 
ber of landowners who could participate. 

Have you given that sufficient enough thought to have any a 
tions as to the amounts of that money and the number that. you 35 
would be sufficient to get an adequate study ? 
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Mr. Gravleb. You are speaking of the total amount of the loan 
over a period of tiraei 

Mr. ANTHONr. Yes. 

As I understand it, you were suggBsfcmg some iinutations. I won- 
dered if yon had any thoughts that you could share with the subcom- 
mittees as we consider thie kgislation. 

Mr. Gravi£e. Not concret«, but we might make suggeaticma m the 
area of $300,000 or $400,000 for the louia. 

You are all well aware of the tremendous shortage in this count«y«* 
arailahility of mortgage credit. It is growing all the time. ^- . 

It really works at counterproductive ends. We are trying ^jK^^ 
to house the people in this country. We have not only tll« av fl Bwi ^ 
of the credit but the cost of it. We find ourselves in the poatfflft/ jjwii 
whore we can only qualify 15 percent of the family inoomea ih'^&t 
country for a medium priced home. That was our conoem on som9 type 
of limitations. 

■ Mr, Anthony. I understand your concern. I think it is an obvious 
concern and it is 8ometh^ liiat we share with you. 

As you study it, if you have an_¥ specific recommendations I think it 
would benefit the subcommittees If you could share those with us. 

You further say about the length of the proposed pilot program as 
being too short potentially. Also you talk about the number of people 
who would participate in it. I wondered if you had any additifmiOv 
more specific thoushts on that to share. 

Ml'. Gravi.ee. We will get you some more ^ecifio su|^B9tiais on 
those i^ues and send them to you. 

Mr. Anthont. Thank you. 

Mr. HucKABT. Tlie subcommittees would certainly VSoi ttthaira 
those specific recommendations. That is one thing thJit we have not 
considered, that is, putting ceilings on the number of participants 
or the dollar amount m the trial program. 

Let me echo what the gentleman from Arkansas said biqaEw A3 the 
tone of your entire presentation is concerned. I agree with yoa. It is 
something tliat people in this generation will gain b«i£fits frcon IkiSk 
really the beneficiaries are our children and our diildrwi's children. 

We are trying to make more lumber available so they will be able 
to afford homes in the future. I do not think that more than 1 out ol 
1.000 persons in America today are aware of the very hard-h^tmg 
statement you have on page 2: "Today we import ^most a third, 
of our nepds from Canada . Most people are not aware of this. We 
are so far behind. 

Mr. Gr-^vlee. That is an important factor. It certaiidy has an impact 
on not only our trade deficit but on our infiationa^ problems as well. 

Mr. HtJCKABT. Let me elaborate a bit on how I envision the pilot 
program working, I think the other cosponsors agree. 

Our intent was to go out for 5 years and offer this in a number of 
States. That number has not been determined yet. We would have a 
number of counties within those States, of course. 

At the time that a contract would be entered into for someone to 
participate in the program, if they elected to go in for 35 years to 
receive an annual cash flow, then we would commit the Federal Gov- 
ernment to guarantee the 90 percent of the loan each year for 35 years, 
not j ust the 5 years of the pilot prograuL 
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The B years would show us what degree of participation we have 
in the program, and we would see whether it would make a Bignificant 
statistical difference if it were on a nationwide scale, or, is the pro- 

Staa not doing what we envison it should, and how can we make 
> transition into possibly the private sector with them administer- 
ing the program rather than the Federal Government, or if it appears 
that the Government should operate together with the private sector 
in fine-tuning the problems that arise. 

Certainly we are going to have some problems that we cannot antic- 
ipate at this time. 

I feel that 5 years is ample enough time to get a grasp of how many 
takers we wiU have in the program and thus, in effect, we are son- 
setting the legislation. At that time it might have to be reauthorized 
or expanded or maybe terminated. 

Let me disagree with you, though, where you say that a predominant 
portion of the income should be used for timber management. 

It appeals to tae that if a private landowner stricUy follows the 
practices that are set out by the State forester and consultants^ then the 
remaining funds should be used in any manner he wishes. 

This is really his money. It is not Government money. He ia jost 
getting his money earlier than he would if he waited until the edd of 
me timber harvest cycle. He should he free to take the money and do 
whatever he wants with it, as long as he is meeting the requirements 
that are specified to carry out proper forestry practices. 

Laat, I agree with you on the following point. We have not thought 
about this bef o ^e. You talk about tightening the legislarfiive language 
to be sure that we proliibit large landowners from subdiTiding tracts 
in terms of the corporations participating here. 

We have a .p50,000 annual payment limitation in the l^^slaticm 
already. 

Are there any other conmaents by members of the committees f 

If not, Mr. Gravlee, we thank you very much for your pree^ce. 

Our next witness is Mr. Charles Boothby, executive secretary of 
the National Association of Conservation Districts. 

Mr. Johnson. Mr. Chairman, I ask unanimous consent that we in- 
sert in the records, the material from the Library of Congress relating 
to this legislation and also from the Congressional Budget Office. 

Mr. HocKABY. Without objection, so ordered, 

["Rie above referred to materia! appears on p. 98.] 

Mr. HucKABT. Mr. AnUiony ? 

Mr. Anthont. Mr, Chairman, as to the last insert, I wonder if it 
would be pi^sible for staff to make copies of thai, to provide for us so 
that we can read it and analyze it. 

Mr, Johnson, Yes ; we should have had it to you before now. 

Mr, HucKABT, Yes ; we can do that^ 

Mr. Boothby, you may proceed as you wish. 

STATEMENT OF CHAELES BOOTHBY, EXECTTTIVE SECSETABT, 
NATIONAL ASSOCIATION OF CONSEBTATION DISTBICTS 

Mr. Boothby, Thank you, Mr. Chairman, and members of tiie 
subcommittees. 
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I am Charles Boothby, executive secretary of the National Associa- 
tion of Conservation Districts. NACD, as we are conuaonly known, 
represOTits the Nation's 3,924 conservation districts, the 60 States 
associations of conservation districts, and the 17,000 local officials who 
serve them. 

We are pleased to bring you some of our opinions on this most im- 
portant legislative proposal. I would prefacd my remarks by sfmng 
that our testimony deals with H.K. 3049 rather th^i H.R. 4718. That 
was not available to us at the time that we prepared the testimony. 
However, I have been through it and I will corpect the paragraph 
numbers as I go to relate directly to the second bill. 

Many of the 2.2 million landowners cooperating with our conserva- 
tion districts are owners of woodlands as part of the total farm enter- 
prise or as strictly forest landowners. Additionally, the Southeastern 
States, NACD is conducting a special tree planting program in co- 
operation with State, Federal and industrial forestry interests in an 
effort to accelerate the reforestation of that area. 

We believe that there are approximately 1 million acres each year 
in that section of the country which are not being replanted following 
hai-vest. I have appended a copy of a brochure which we have recently 
prepared in conjunction with industrial forestry interests in the South 
to encourage tree planting in that area. 

These landowners with whom we work have indicated to conserva- 
tion districts the need for long-term credit , for accomplishing re- 
forestation and timber stand improvement. Such credit is not nor- 
mally available from normal credit sources because of the long-tenn 
paylmck period. 

It is anticipated that tliis credit provision would have greatest ap- 
plicability for reforestation in the Southeast and in some sections of 
the Great Lakes States, In the Northeast, wliere the crop rotation nor- 
mally nms well beyond the 40 years, the loans provisions will be more 
applicable for timber stand improvement purposes. 

We commend the sponsors of this bill ioc the inclusion of section 
Bi(h), which becomes 5(f) in H.R, 4718, which requires a manage- 
ment plan as the basis for eligibility for loans. This ^ould encouraga 
more scientific management of privately owned forest land. 

Section 7 in H.R.' 4718 provides for the development of rules and 
relations within 120 days of the date of enactment of this act. This 
time period seems short to us, and would tend to limit the time avail- 
able for public comment on proposed rules. We would request that tht 
time period be changed to 180 days. 

Whereas forestry loans are a comparatively new concept and Fed- 
eral involvement an untested endeavor, we support the idea of tl» 
6-year pilot program to test its acceptability. 

The National Association of Conservation Districts supports thia 
legislation with the proposed changes we have recommraided. 
Thank you again tor t^is opportunity to testify. 
Mr. Htickabt. We thank you for a very fine statement. Mr. WeaX'erf 
Mr. Weaver. I have no questions. 

Mr. HucKABT. Are there any other questions? Mr. Johnson? 
Mr. Johnson. Do you visualize a program like this could be ran 
with essentially existmg Government personnel or would it require 
additional personnel! 
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Mr, BooTSBT. I woiild anticipate that for the most part those per- 
sons who are going to become iuvolTed with this program have already 
been sold on the idea of managing their timberlands on a long-t^rm 
basis, so my ^ess is that the vast majority of them would already be 
receiving technical assistance from State forestry agencies anyway, 

I would not anticipate any large increase in tte amount of State or 
Federal employees in order to handle this program. 

Mr. Johnson. You do not think that we I'equirement of approving 
management plans and tiien checking on them would require new Gov- 
ernment perscmnel. 

Mr. BooTHBT. It woidd require some, but in many cases we are al- 
ready working with these landowners. Conservation districts tryto 
be in touch with their cooperating landowners on a yearly basis. The 
forestry agencies do, as well. This is another good reason lOr working 
that much more closely with the individual landowner. 

Yes; it is going to take more. Any new program is going to take 
more people m omer to do the job. But I would not anticipate a very 
large increase. 

Mr. Jqhn&on-. If you are already worMng with the people that you 
have envisioned as qualifying and participating in the program, uiey 
are already growing the timber at the present time. Isn't Uiat right! 

Mr, BooTHBT. They are, to an extent. Most of my experience has 
been in the Northeast. The land is there and the trees are growing on 
it. They are not managing it to tiie degree that they should be. 

Mr. Johnson. Neither is the Forest Service, 

Mr. BooTHBv. That is true. 

Especially now that that the Forest Service is moving away fnmi 
their nondeclining even flow concepts, it is going to put admtiosal 
pressures in the future on the privately owned land. 

Mr. Johnson. What kind of continuing managunrait should we 
have ? What is required in the southern forests ? 

Mr. BooTHET. I am not that familiar with the southern forestry 
except that I do know that especially during the initid cetablish- 
ment, foUowing replanting, that you need to control the hardwoods 
and softwoods stands in order for the softwoods to get above the other 
hai-dwoods. 

This is done through controlled burning and othex means. 

Additionally, in many instances you nave higb water tables &at 
need to be controlled imtil such time as the plants start to tnuiqnn 
such that the water gets out. These are part of iha total operatim. 

Also, vou have insect control. 

Mr. Johnson. That could be an expensive operHtwn on a 40-yeftT 
plan, conldnt it? That would increase the timber prodnetioa and 
that would require some pretty expensive treatment; ri^t! 

Mr. BooniBT. Management does require the investment of time, 
effort, and money. That is true. 

Mr. Johnson. How about the average individual on a small plot. 
He does not have the expertise to do that, doee he t 

Mr. BooTHBT. For the most part that is true. That is why we have 
forever agencies at the State level to provide tiiis additi<HiAl exper- 
tise to assist the landowners witii the management of iha individmil 
lands. 
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Mr. JoHiTsoN. Could you make an estimate as to how much of the 
$20 or ^5 per acre is going to be loaned every year under this pro- 
gram ? I am talking about that which should be spent ■ 

Mr. BooTHBT. We have not analyted that. 

Mr. Johnson. Should we be considering that before we continna- 
on with this bill? 

Mr. BooTHBT. I would think that you would want to have a pretty 
good idea of what would be involved. I am sure that the Forestry 
Department of the U.S. Fore«st Service could provide you with some 
good figures on that. We do not presently have that type of 
information. 

I would say, however, that there was the matter of the large land- 
holdings brought up earlier. I would like to comment on tJiis briefly. 
It is not the large Jandowner, I do not believe, who is going to be 
interested in this particular program. The largvr lan^wifBrs are 
cutting every year and, therefore, they have a source of income every 
year for reforestation and management purposes. 

It is the smaller landowner who may only harvest every 20, 80 years 
or a longer period of time that is really going to aeed the additional 
credit, if you will, in order to carry out these management programa 
Mr, Johnson. Thank you. 
Thank you, Mr, Chairman, 
Mr. HucKABT, Mr. Marlenee! 

Mr. Marlenee. Mr. Boofchby, on page 1 of your prepared state- 
ment you say there is approximately 1 million acres in that section 
of the country \vliich are not being replanted following the harvest. 
What are some of the reasons why these areas are not being replanted ? 
Are they diverted to other crops! What is the reason! 

Mr. BooTHBY. For thn most part they are being allowed to come 
back into hardwoo<b, rather than softwoods. Yes ; something is iroing 
to go tliere. The land in the Southeast, as I am sure many of you 
know, does not iust lie there without something growing back on it, 
However, it is not being brought back into the softwood timber 
which is the basis for much of the housing industry and for the pulp- 
wood industry. 

Mr, Marlenee. Your obiective is to have it reseeded 

Mr, BooTHBT. B«seeded or replanted primarily in softwoods where 
it is already there, 
Mr. MARfj!Njii. I see. 

When they liarvest this timbrrlahd, what is the return per acre 
aporosimately to an individual? 
Mr. BooTTTBY. I do not have that information, 
Mr. MATtp-.-NTJi. Does anybody on the subconrmittees have that infor- 
mation. Did we receive that? 
Maybe we could get that later. 
Mr. Htjckabv. Mr. Jones? 

Mr. Jones of Tennessee. Mr. Boothby, I noticed this. In the meet- 
ing you had in 1978 you had resolutions that you did pass relating to 
the tree planting ^program for the South, You alluded to that in your 
prepared statement. 

I know V011 have not had a lot of time. You have only had about a 
year, hut how much progress have you made! What sort of partici- 
pation IS there! 
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TVfr. BooTHBT. Actually, because of the startup time, we have been 
'going on the basis that our real input would be for the tree planting 
' season of 1980. 

We hare been basically encouraging our conservation distriots to 

.; get together with the State forestry agencies and the State foreatry 

planting agencies for the purpose of getting their plantii^ ready 

- and also making arrangements for the planting of stodk in the South- 

-east for a big push in 1980. 

So, as of this moment, we cannot take credit for putting a tree in 
the ground. 

Mr. Jones of Tennessee. Have the State foresters and the Exten- 
sion Service and others who are interested shown some real interest) 

Mr. BoOTHBT. Very much so. 

Mr. Jones of Tennessee. They are cooperating! 

Mr. BooTBBT. Yes. 

Mr. Jones of Tennessee. So you are saying that in the fall of 1980 
you will really start? 

Mr. BooTiiBT. Yes. 

Mr. Jones of Tennessee. Thank yon. 

Thank you, Mr. Chairman. 

Mr, HucK.\BY. If we have no further questitHis, Mr. Boothby, we 
thank you for your testimony. 

Tliat concludes the joint meeting of the Subcommittees on Forests 
and Conservation and Credit. 

Let me point out that there are field hearings scheduled for Monroe, 
La., and El Dorado. Ark., this weekend. 

We will adjourn at this time. 

[Whereupon, at 3:20 p.m., the subcommittees were adjourned.]; 

[The material submitted by Hon. James P. Johnson follows;] 
The Libbabt of Consbbss, 

COKOBESSTOITAL RE8K&BCH Sbbvick, 

Washington, D.O., Jvlg 11, 1879. 
To : Hon. William C. Wampler, House Agriculture Committee, Attentioa : Ma. Blta 
DiSimone. 

From : Bobert SI. Wolf, Aaslstant Chief, EnvlroDmental and Natural Beeoiirces 

Policy Division. 
'Subject: Forest programs, federali; aided. 

Ttila responds to the portion of yonr June 20 letter asking for the kinds of pro- 
rgrams that are currently available to aid private forest owners and comments on 
'>the program issues you raised. There are two types of Federal programs, direct 
aid and indirect and. tlie latter representing Federal funding activities the States 
perform. Most forest aid programs are indirect aid aimed toward the smaller land 
owuer, but some, such as subsidized forest Sre protection, t>eneflt all land ownera 
Some pri^rams provide cash assistance while others, such as Bxtentlon, are 
cdvisory. The direct programs are provided by ASCS and SCS. SOS provides fann 
and lend management planning assistance and from this may result direct A8GS 
cost-sbaring assistance for approved practices. The local ASCS committee decides, 
within limits, the sorts Of forestry and agricultural assistance that will be given 
to specific situations. 

There are 283 million acres of private non-industrial forest holdings that are 
not in Industry ownership. These lands, 58 percent oC the Nation's forest land* 
are the major target for direct and indirect aid programs. Industry owtu 68 
million acres. 14 percent of the forest land, thus 72 percent of the Nation's forests 
are private. While cnrrent sizo data Is not available, assuming the 19S2 slae chut 
distribution still generally prevails, 73 percent of all private ntm-induatrlal forest 
are In tracts under SOO acres. Farm held forests would have over 80 percent In 
holdings nnder 500 acres and the non-farm non-lndnstrial group would liav» 
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nearer 60 percent In holdings under 600 acres. Indastrr holdlnKB, In contntst 
would average abont 1 million acres eacb as the predominant size. 

Tracts under 100 acres wcmld account for ^ of the private forest and average 
80 acres In siie. Tracts in tlie 100-500 acre class would aeconnt for about anoth» 
^ of the private forest and average 166 acres in size. In contrast 283 owners In 
1952 held 16 percent of the forest laud in tracts that averaged 200.000 acres. 
Ninety-nine percent of the forest owner fall In the 900 acres and Mnaller owneis 
ehtp class but they bad onl; 61 percent of the private forest land. 

Factors eacii as these need to be updated and analyzed to determine prognun 
goal and effect. The Forest Incentive Program (FIP) has a general limit ot 1,000 
acres for participants and their average tract size is TO acres, 
i. ACP-Soit Coniervalion and Domestic Allotment Act of 19S6 a» amended — JffT9 
buiSfet fI90 million 

A small part of this prc^ram goes to forestry. Since 1936-1077 11 million fturest 
acres have been treated out of a 18S million acre total of farm and forest treated. 
There have been 600,000 acres planted and S million acres has had stand improve 
ment and the balance Is not specified in the 1980 budget. State and county ASC8 
Committees, working within guidelines for overall practices, allocate funds for 
specific worb under approved r^ular or long-term plans that are dertioped wlOi 
the landowner. 

There has long been a debate over enduring versus non-enduring practices and 
a significant portion of the ASCS aid has gone to non-enduring practtcea and to 
activities that help stimulate crop production. 

Over the long term 6 percent of the acreage listed as treated under ACP prac- 
tices, comes nnder forestry. In 1977 about 2.2 million acres were treated and 

10 percent— 254,000, were treated forestry, 

t. Forest incentives program — Cooperative Forettrv Assittance Aot of 197S-79 
budget, tlS million 

This program Krew out of a 1OT4 ACP program. It la funded to ASCS which 
in consultation wltb the Forest Service and a committee of State Foresters allo- 
cate funds. The practices are developed as are ASCS practices and the flow Is 
through the State Foresters bnt are handled by the local ASCS committees. This 
program is limited to land owners who are private, nou-lndustiial and own no 
more than 1,000 acres of forest which Is capable of growing at least 60 cubic feet 
of wood annually. It covers tree planting, stand Improvement and, when spe- 
cifically authorized, certain special practices. 

The land owner contacts the ASCS program <^ce In the connty and a r^re- 
aentative of the State Forester's ofBce certifies the need fnr the practice. A plan 
Is made, certified by the State and ASCS and coat-share payments made by ASCS. 
Since commencement In 1975. 30,000 land owners have participated. 900,000 acres 
have been treated to enhance timber production and 1^32.000,000 In Federal funds 
have been expended. In 1978 out of $15 million appropriated, $13.5 million went 
to cost sharing and S1.5 million (10 percent) went to the Forest Service for 
technical assistance. 
3. Soil Conservation Service 

(a) Technical assistance. Soil Conservation and Domestic Allotment Act ot 
1935. Forestry portions not identified in budget. 

SGS has long had a program of technical assistance under which It develops 
land plans for fanners, Including forest management plans. A land owners be- 
comes a cooperator and with an approved plan Is also eligible for ASCS assist- 
ance. Further SCS'a Inventory and Monitoring programs, soil surveys and ita 
work under the Resources Conservation Act of 1977 (which is modelled after the 
Forest Service Resources Planning Act of 1974) provides an eit«flislve network 
of general land use assistance that, while not specific as to an owner and his 
land, la a broadly based effort to enhance private land use. 

(6) Speciflc watershed programs. 

Under the Flood Control Act of 1944 11 specific flood control projects embracing 

11 mllUon acres has proceeded for years as pilot models in land use development. 
The Small Watershed Act of 19S4 Is a local spcmsor type program designed to 
rahance the values of farm, range and forest land In approved watersheds. Plan- 
ning has been done on scone 2 million acres with extensive, work undertaken on 
portions of this planning area. The Forest Service cooperates In both the ASCS 
and the SCS programs. 
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4- Forett Service prosframa 

While the Porest Service list 8 progFams ot assistance, one is the Forest Incen- 
tlTeProeraia bandied by A3CS wlilch baa already been dlscnssed, another ia 
Urban Foteatry, which Is aimed at cities and some are timber processor actlrities. 

The baric programs are thoee tbat stem from the 1924 Olarke-McNarf Act 
which was moderniaed by the 1978 Cooperative Forestry Assistance Act, These 
BCtivitiee include : 

(a) Rural Forestry Assistance Ooop»adon in Forest three production, a pro- 
gram ol eubaldles to States to grow low cost forest trees for dl&tiibutlon to land- 
owners. 

(b) Cooperation in Forest Uanagement and Processing. A portion of this pro- 
gram is aimed at improvement of plants and wood proceBsing and the balance 
is used for assistance to land owners in developing forest plana. 

(c) Eurai Fire Prevention. This Is a program of subsidies to the States to 
assist them in providing forest laud protection to ail rural land owoerB. Given 
the nature of forest fire, it la hard to dUTerentiate beneBclaries since fire does not 
differentiate! its Tictlms. 

(d) t'orest Insect and Disease Management Is also a pri^ram of asBtstance to 
States to abate epiflemic attacks by insects and diseases on forest trees and to 
promote early detection and analysis of emerging problems. As with Are, Insects 
do not differentiate amoug land-owners thus the benefits are spread more broadly. 

The other programs are morte in tiie nature of direct assistance to States on a 
very' modest basis so that they car improve their planning as well as programs 
of technology transfer. Thus these would not be defined as direct assistance to 
landowners. 

The mechanism for delivery of service Is principally throogh the vatioas State 
Foresters with very little direct Forest Service involvement. 

The Rural Forestry Assistance Program consists of a $13,900,000 FY 19T9 
budget allocated as follows: 
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The major "forestry" assistance to nOD-lndnstrlal private land owners flows 
from A8CS and the Forest Service tfarough the local ASCS committees and the 
State Foresters. The direct Federal Involvement Is relatively small. Data ie not 
readily available on the total expenditures by Federal, State and local agencies 
and l^e contribnted and cost sharing actions of the benefitting' private land 
ownejrs. However, the Federal programs likely do noit represent even faaU of 
the total expended by all Involved. The TISDA would have tot«l llgnres and 
could supply it or develop It for consideration during the planned hearings. 

potbhtial tabobt gboufs 

It is difficult to develop a total picture of beneficiaries among tbe 283 mUUon 
acres of commercial forest land held by the group classed as "Farm and Otber 
Private" ehice a portion of these lands are owned by Anna sncb as rallroadB 
that wotdd not qualify for some types of assistance. A reasonable estimate Is 
(bat about 200 million acres held by 4,000,000 owners would comprise Ha base 
eligible for aid in forest management, tree planting and specific conservation 
practices. There are also 68 million acres of Forest Industry lands held by leas 
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tbAn 100 firms. Thus out of about 350 million private forest acres awroxlmately 
200 mtllLon acres are eligible for all typee of aa^Btance and abont ISO milUoo 
acres are eligible for limited asBlstance In tbe form of Insect and ^sease, ronl 
fire protection and similar general serrlces. 

Tlie Forest Service Annual Report shows t&at tiiere are almut 2.S mllUon acrM 
under new plans and 0.6 mlUlon acres under revised plans but does not show 
tbe total of active plans. Because activities are reported by categories mdns 
tbe term "assists" it Is also difficult to know wbether each task is reported and 
tlie total acreage la actually lees If placed on an ownerstiip basis. Ttie plan 
preparation data suggests tliat the average size tract is 3S acres. The Toreat 
Service data, which appears to be a compoalte, shows 827,000 acres harveated 
yielding 225 million cubic feet or 690 cubic feet per acre. Nationwide about 8.6 
billion cubic feet are harvested annoally from Farm and Otlier Private lands 
thus tile programs appear to reach about 6 xwrcent of the timber cut from tbese 
lands. 

The type of data used to report, along wltb regional variations, make It hlgjilT 
risky to project estimates of costs in a meaningful and fair manner, since the 
programs Involve not only Federal funds in a generally tnown amount but alao 
State funds and contributions In cash and labor by cooperators a sound plctnn 
of costs would require showing all elements. 

There is little doubt that significant changes have occurred In the "non-Indust- 
rial" sector In forest ownership. The n on -Industrial private forest term Is a 
catchall. It includes farm forests in one gronp and an unrelated collectloo of 
second home owners, investors, sportsmen, railroad, mining and other com- 
modities producers who are not classed as Forest Industry but are In a broader 
sense Industrial owners. 

In 1952 Farmers held 17.^ million acres and were the largest gronp. Now they 
rank number two having lost 56 million acres with total farm forest holdings 
at 117 million acres. Non-Farm Forest holdings now rank nnmber one at 166 
million acres, a gain of 43 million acres since 195Z Thns the combined group 
bas lost 13 million acres, along with the dramatic change In roles between 
"Pann" and "Other Private." However, Industry acreage, now 68 million acres, 
rose 10.4 million acres, thus there has obviously been some transfer as well as 
some net real loss to changed land us& These would be shifts of forest to agri- 
culture and developed land use. 

Of further note are other changes that have occurred nationwide In the class 
of lands known as Farm and Other Private. Bearing In mind Qiat these lands 
are SS percent of the Nation's commercial forest the situation Is particularly 
Bommarized below. 



Hardwood irowlng stock (billion fl ■) 

Hardwood n«t annual erawUi (billion ft _ 

Haniwood net annual rBmo*alt (billion ft i) ... , ..- 
SofllTOod irowinsiloek(billion»ti) U4.8 +33,0 4M.0 +a.O 

SottwDodnat annual growth (blUktn ft ■) 6.0 -1-4G.0 9.5 +S3.1I 

Softwood (nnual rcmnirali (bllllDii 11 <) 3.3 4, 3 +9.0 

For the Nation, All ownerships, softwood growth and removals in 1982 were 
even but In 1976 growth exceeded removals by 4-21 percent On the Farm and 
Other Private ownerships in 1952 softwood removals exceeded growth by only 
S percent and by 1976 tbe situation had dhimatlcally changed so that growth la 
now 65 percent above removals. A portion of the seemingly favorable exceM 
masks the fact that stocking per acre Is low and many trees are not commercially 
attractive due to size. 

For hardwoods we have long had a substantial snrplns of growth over rs- 
movals, a fact largely created by the mismatch of sp^es and tree condition 
with Industrial wood reQulrements for hardwood trees. This surphie has In- 
creased. In 1952, on all Ownerships it was 51 percent anil for Farm and Oth« 
Private land it was 39 percent By 1976, for All Ownersfilps tlie snrplns of 
growth over removals had risen to l2l percent and for Farm and Other Private 
It had climbed to 103 perc«it Bardtroods are 88 percent of our standing forest 
stock, 43 percent of annual growth but only 80 percent of annual removals. 
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Oi particular note ia that tot softwoods, which comprise 70 percent of our 
Temovala on a cubic foot baela. Farm and Other Private Owners with 283 million 
acrea have a growth of 65 peri%nt above removals compared to +26 percent on 
the 48 million acree owned by the States and other public agencies, -(-16 percent 
on the 89 million National Forest acres but —21 percent on the 68 mlUiou acres 
owned by Forest Industry. 

Since 1952 net softwood growing stock hag increased by a net of 33 Ml. cu. ft, 
made up of a -|-30 bll. cu. (t on the Fawn and Other Private group, -f-8 bll en. (L 
on Other Public Lands and —3 hU, co. ft. on Industry lands. The Farm and Other 
Private group, the target of H.B. 3048, with 58 percent of the commercial forest 
land, a large proportion of which is in hardwoods, has posted 91 percent of the 
net Increase in softwoods that has occurred. For hardwoods there has been a 
80 bil. cu. ft. Increase In Inventory, with 63 percent occurring In the Farm and 
Other Private holdings but with all other ownerships showing gains propor- 
tionately greater than theli acreage. 

It shonld be noted that while Industry land shows a 3 bil. en. ft. drop in grow- 
ing stock and removal at 21 percent more than growth nationwide, this masks 
the fact that in the East Industry forests are growing appreciably more timber 
than is being removed. In the North with 26 percent Of the Industry holding 
growth is 104 percent above removal and in the South where another 53 percent 
of the Industry forest are located growth Is 12 percent above removals. In other 
words T9 percent of the Industry holdings have a substantial growth over 
removals. It is only the 21 percent of Industr.v holdings In the West where the 
removal run 55 percent over growth that the appearance of a "national" deficit 
for this class of ownership appears. 

PROGRAM CHAHOB TBSUxa 

Tour letter asks whether the best way to Increase timber resources would be 
(1) tax code revisions, (2) loans as proposed in H.R. 3049, (3) or programs of 
assistance and subsidy. 

Last year Congress enacted laws that modernlKed the cooperative prosrams. 
The FIP program has been underway only a few years but a reduced 1880 budget 
has been recommended to Congress by the President as well as rednctlonii In 
various cooperative programs. 

It Is generaiiy believed, and correctly, that future wood needs will rise, that 
despite good gains In growth, particnlarly on the lands that are under con- 
sideration, that both greater growth and more useful trees can and must be 
secured, and that delay Is not an ally in Improved forest production since a 
long time is required to grow a crop of trees. Overall achievements to date fall 
well below what The future will require. Thus there Is not an "either/or" answer 
to the questions posed. It can be argued that with the current programs reaam- 
ahle prepress has been made and further tliat some of the programs are so new 
that no effective measure exists in the data cited as to th^r real effectiveness. 
Thus two fundamental questions arise ; 

(1) Is the rate of progress acceptable considering the best judgment of future 
needs? and 

(2) Are existing programs, plus those recently enacted, sufficient to reach 
desired goals In a timely manner? 

It might t>e more effective than adding new medication to the prescrlptiona 
already In progress, to direct that a detailed analysis of effectiveness of efforts 
underway be made in a manner that complements the HPA Assessment to be 
submitted in 1980. It may well be that there already exists in the body of ac- 
cumulated but unanalyzed data sufficient material to provide the Congress wilji 
a better overview on conditions, trends and needs on private forests. Industrial 
and Farm and Other Private. If this data could be meshed with analysis of the 
effectiveness of esisttng programs two benefits would emerge (1) the utility of 
the existing programs could be better focused and <2) the gaps and shortcom- 
ings that refllly exist would be defined along with those courses of action most 
likely to make a eignlflcant timely difference. 

A cooperative Federal-State effort to examine what is happening, e^iedally 
if designed so that the situations peculiar to each forest r^on and State conld 
be focused might prove more beneficial now than adding a new prescription or 
chantrlng medicatlMi Just now. 

H.R 3049 proposes for a 5 year period that the Secretary of Agricnltnre will 
be authorized on a idiot basis to make. Insure and guarantee loans in amotmts 
up to $300,000 to any one borrower, may guarantee up to 90% of the prindpal 
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-and fntereat, wiOi Intereat rates at levela set by the Secretary, not to eiceeff 
specified marketable rederal oUlgationa, with the Secretary to pay any defauIU^ 
of principal or interest. The Act would indude ae e)i?!lile persoDs and corpora- 
tiona. Including Indian tribes, ownlnR 6.000 acres or less of "non-lndustrlal pri- 
vate forest land." Thla is construed as excluding owners with wood processing 
plnnts. To be eligible the appUeaat must show that be can not obtain the credit 
eooght at rates and terms comparable to those the Act permits. Loans will mn 
not to eiceed 40 years, payment of principal and Interest may be deferred and 
the land and timber or combinations shall be the security. Borrowers must bave 
a ^tate approved forest management plan. Tbe act does not specify the approved 
practices bat leaves this to Secretarial regulation. The authorization is open 
ended— such sums as may be necessary. 

.While this Is billed as a 5 year program, it, in effect, would have to be a 45 
year program, since even if the program was not renewed any outstanding 
agreements would mn their life course. It Is unlikely that within 5 years that 
tbe effectiveness of the loans as viable economic entitles conid be reasonably 
determined since at that time expenditures mainly would have occurred with 
vei7 tittle Income to develop r^nyment. 

Given the fact that the average holding in the target ownership group 1b abont 
70 acres, the bill would include virtually every non-industrlsl owner, includlnis 
railroads, and mining firms that hold land and sell timber but do not mill it them- 
selres. The bill makes no provisions regarding changes in land nse which com> 
promise the forestry goals. Further It fails to suggest or set target for loans in 
terms of encouraging the growth of species of trees and types of forest that are 
estimated will be needed In the fnture. No suggestion can be found that weak 
Investments be avoided. In the FTP program subsidies are not available to land 
wbere wood growth is estimated below SO cubic feet of wood annnally. Olven the 
element of risk and subsidy that is involved In the bill, It would be reasonable to 
target pilot projects toward growing the kind of wood needed in aitnadons where 
In the event of default, at least the effect may be mitigated by securing added 
wood that Is usefuL In fact to be effective, a pilot program should very carefully 
define tbe tests that are to be made and the design should be one that tends to 
enhance the chance for a fair and accurate determination that the program it 
well managed, can succeed. 

Your letter advises that there Is a possibility that a new bill will be Introduced 
before the scbeduJed July 17 hearings. Since that may occur, you may wish to 
defer consideration of the specific merits and Issues until the revised bill is be- 
fore yon. EJven in that event, however, you may wish to consider the alternative 
of directing an in-deptb review of existing programs and effectiveness before 
adding another statute and program. 

In smn my present reaction to the tliree alternatives posed would be none of 
them. The evidence suggests that progress Is being made in much of the private 
sector. A more useful display by the managing agencies of the effectiveness of 
their programs might lead to significant improvements without legislative change 
or with minor changes. The RPA process with its target setting mactiinery does 
offer a vehicle for making the basic determination as to whether present etforta 
are being funded properly and carried out effectively. Only when a Judgment ia 
reached that the present policies cannot attain defined goals would new programs 
be considered. Further, one would then have to consider whether the old pro- 
grams should be repealed, or modified as a part of the augmentation of new 
programs. 

Please advise If further analysis or assistance is required. 



The Librart of Cottghess, 
GozvoBiesiONAi. EESEABcn Sebviob, 

Wa»Mngton, D.C., Jvly IS, 1979. 
To : Bon. William C. Wampler. Attention : Ida. Rita Di Slmone. 
From: Robert K. Wolf, Assistant Chief, Environment and Natural Reeonrcea 

Policy Division. 

Subject: H.R. 4718, Forestry Loan Act of 1979, July 10, 1979. Successor to H.R, 

SOW. 

On July 11, yon asked for epedflc comments on H.R. 4718. Tbe core of the 

revised bill is to strengthen the ability of private timber firms to be spedflc 

beneficiaries of the low Interest loans the bill would grant to land owners. The 
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bill provldeB for gOTernmeut Enaranteed low Interest rate I0BU9 to owners ot non- 
Indnstrial forest land. Hie rerislons make the bill more liberal by removing tbe 
acreage celling for partlclpantB, lifting tbe loan ceiling from a $300,000 maxiunm 
to 3i5O,0OO annuaUj and otlier broadening Changes. For example, timber flmui can : 

1. Under Sec. 0(f), become eligible to prepare a landowner's plan and loan 
application ; 

2. Under 5(a), develop a plan calling for loans at a rate of $50,000 annoallr; 

3. Under 0(f), arrange the plan so that the land owner can use part of the 
proceeds of the loan to defray the timber firm's coat ; 

4. Under5(h), revise the plan; 

5. Under 5(i), when timber alone secures the loan, assume the loan and have 
a lien on the landowner's timber ; and 

6. Under 5(J), prepay tbe loan to date but still be eligible for Its periodic 
disburaemeuts. 

Thus, from the standpoint of timber firms, the bill provides a. risk-free, no-cost 
system of increasing wood supply and control ot land. It provides for a transfer 
of the fruits of title without tbe necessity of assuming the tlQe to the land- 
owner's property. It also permits the development Of plans which liinlt the land- 
owner's freedom of choice In selling his timber. 

While the case la made that this bill will be cost-free In terms of the Tederal 
bn^et, this la a matter that does deserve careful exploration, since seldom are 
Federal programs actually cost-free. The fundamental proposition Is that an ele- 
ment of subsidy Is requh'ed to foster timber growth and management. A subsidy 
Is not inherently to be frowned on if the overall benefit to society can be joatlfled. 
However, this requires that Us application and use be controlled to present 
misai^ication. 

Consideration needs to be given to saf^iiards, standards and program rtze. 
The bill contains no provisions for liquidation of the 40-year loans contemplated. 
If after 5 years tbe program is judged unsuceesaful. There are no standards In 
the bill. There are very few real sideboards. Consideration should be given to 
requiring that the plans and management. If done by other than the landowner, 
be by persons who do not have a direct or indirect Interest In the processing of 
the timber and do have a certifiable level of competence in forest and financial 
management. 'This would be especially Important during tbe pilot period. There 
are a snfflcient number of qualified Independent consulting foresters already 
operating to meet this test for a pilot program. 

While this Is not a comprehensive analysis, the following highlights elements 
of H.H. 4178 and compares tbera with the predecessor H.R. 3049. 

1. Sec. 4 as revised makes all private non-Industrial lands eligible, verens up 
to 5,000 acres In H.R. 3049. Tbe net effect is to raise the eligible acreage from 
about 200 million to about 300 million at tbe minimum, since all 288,000.000 In 
the Farm and Other Private category, pins Indian lands, would t)e eligible. 
Further, the total conld rise even higher, since a portion of the 68,000,(K)0 acres 
owned by Forest Industry can now legally be included. A timber flim conld spin 
off its lands to a series of separate "Tree Farm" units which have as their 
purpose tbe growing and selling of standing timber. These lands would also be 
eligible. A firm with 1,000,000 acres could create 10 or 10 smaller forest units as 
eligible separate entitles. 

2. Sec e(a) permits loans up to $50,000 annually to be Insured, compared to a 
total loan with a principal amount not to exceed $900,000 In the original MIL 
Assuming that the program were to continue beyond 5 years, a firm could Mcors 
$50,000 per year, annually, with no limit, at a low interest rate. 

3. Sec. 5(d) adds as security for the loan, insurance on the timber crop against 
natural hazards, If such insurance la available and performance Imnd on the out- 
standing loan obligation. While this was not proposed In the initial bill, obvl- 
OQsly the lender could require such insurance and Irand as he desired to protect 
the loan. Data on the actual availability of such insurance should be secured In 
the course of hearings. 

4. Sec. S(c) restricts the guarantee to principal. Tbe original bill Indnded 
Interest along with xirtncipnl. 

5. Sec. 5(f) permits private consulting foresters to prepare plans. It permits 
agencies and orgaMzatlons to prepare {dans. It permits firms to prepare plans. 
It also permits the State Foresters and landowners to prepare plans. There Is no 
definition of any of the terms, and the words "agencies", "organisations", and 
"firms" would need to be defined and understood by the Committee. As drafted, It 
Is clear that a timber firm would qualify as eligible to prepare a plan. Nothing in 
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tbe WU wfltdrM that the preparer of the piaa, other than the landowner, be one 
who does not have a direct or indirect interest In aoinlBlIloa or timber as cut 

Both the oriElnal WU and the revised bill contain the same isBguage. Earlier It 
was noted that, for the pUot period e^jedally, it wonld be desirable to assure that 
plans are prepared by persons of financial and forestry competence who do not 
have a direct or Indirect Interest In the timber processing. 

6, Sec. 5(f) expands the management plan provisions, 

(a) Plans must now be designed to maintain or Increase production, whereas 
H.R. 8048 said '■establisli or maintain". It would be preferable to incorporate all 
thN« Ideas— "establl eh, maintain or increase" production — so as to eliminate any 
ambiguity that stiggests that the establlshmeirt of a new foreet is not covered. 

(^) H.E, 4718 requires that the volume of timber to be harvested during tbe 
plan period and Its valae shall be provided and used to determine tbe loan amonnt. 
This IB a nsefol reqniremeat and in part addresses observations about tbe lack of 
standards lor loan fea^btllty. However, it would be i^eferable to require that 
"the plan for forest management shall include data on tyi>es of timber to be grown, 
existing forest, stand and site condition, rates of current and expected growth and 
harveat, and such other information as the Secretary shall deem necessary to 
establish that loans made under the pilot program will assist in determining 
whether or not continuation of the Act Is In the public Interest." 

The way this section Is now drawn, it could lie concluded tiiat it Is a limit on 
the Information that the section may require when, for sound flnnndal and forest 
management, many more facts are needed and would he normally required by a 



(0) Both verelons permit the borrowN- to use the loan in any manner he deems 
appropriate as long as the provisions of the management plan and loan agreement 
are ebs«^cd. This permits use of the fnnde for annnal operating costs or capital 
Investment and inrlndes no requirement for revealing total expenditures in both 
eatcvorles in a manner that protects the integrity of the loan. It would be more 
desirable to reanlrc a flnanclal plan for the tract, including tbe use to he made of 
the lofln. with the Secretary permHted to preecribe In regulation the way tbe loan 
shall be applied and the commitments the borrower must be able to show he Is 
capable of making to carry out the plan. In other words. If the loan Is In fact going 
to cover 100 per cent of a landowner's capital and investment expenditnres, the 
Secretary needs to assess the risk and sonndneas of the loan request The bill fnlN 
to Include a limit on pra^acre or per-tractexpendltmres. While It wonld not be vr'r'e 
to place one in law, it may well be desirable to assure that the Secretary has th« 
authority to specif by regnlations practices and levels of expenditure that will be 
permitted. 

7. Sec, 5(g) is a new provision limiting dlsbnrsemeUts to 80 percent of the 
fntnre expected value of tbe timber. This provision may prove tronMesome 
because the "future expected value of the timber" is clearly an unknown. This 
langnage deserves very careful review since an inflated estimate of growth and 
value could lead to annua! disbursements that may never be recovered. A more 
conservative approach would be a limit of 75 iwrcent of the current value, using 
expected volume as the base. 

8. Sec. 6(h) provides for periodic reviews and adjustment of loan period, prin- 
cipal. Interest rate and amount and Interval of periodic disbursement. This Is a 
very far-reaching provision. With the requirement that mntnal agreement for 
change is needed, the borrower can refnse to permit changes. The provision needs 
to be reviewed in the light of typical lending arrangements. Of note Is that tbe 
preparer of the plan becomes a party to tbe review. Also of note Is that the manner 
In which funds are expended Is not controlled. 

B. Sec. 5(1) permits assumption of a loan by a hew landowner. Under the first 
■CDtmce, tiie transfer would be between to "eligible" landowners. However, under 
tl^ second sentence, a loan may be sold, when only the timber Is the security, to 
1^ prtrate entity wbo thereby assumes the loan obligation and secnres a lien 

Snlnst the landowner's timber. 'Thus, a timber firm could prepare a plan, assist 
M landowner to get a low Interest loan, then assnme the loan with a lien on the 
timber, having nsed a part of the early periodic dlsbarsements to defray the cost 
of seen ring the timber. 

While there may be much merit to the bin, both Its financial consequences and 
tts likely tm[>act on the private timberland owner deserve to be carefully 
considered. 



dbyGoogle 



106 

Wttliln the time available to me to analyze thla bill, I aa unable to do a compre-- 
henslve review. The highlights of potential problems have, however, been outlined. 
These are eufficlent to suggeet that the bill deserves eomprehenatve review by the 
Tarions agencies concerned with fiscal management and loan ibtegrlty relatton- 
ships. 

COKOKESSIO^AL BttDOET OFFICE, 

U.S. ConoBEBS, 
WaiMnffton, D.C., July 16, 1979, 
Hon. WnuAM C. Wampleb, 

Ranking Minority Member, Committee nit A^HgUlture, U.S. House of Bepreaenta- 
tiees, ISOl Longworth Home Ofice BiHlding, Waihington, D.O. 
Bear Represehtativb : Pursuant to your request ot June 20, 1979 concerning 
H.R, 3049, the Forestry Loan Act of 1979, the Congressional Budget Office hu 
prepared the attached answers to your queatlons. At the reqoest ot the Committee 
:Staff, the response is based on the provisions of a revised bill, H.H. 4718. 

Should the Committee so desire, we would be pleased to provide (urther detaUa 
on these answers. 
Sincerely, 

Alice M. Rivliti, 

Director. 
Question J. "What is the amount of timberland on farms and other private and 
torest Industry lands eligible for participation in the program provided for lu 
H.R. 47187 Please Include Indian lands separately." 

Answer. According to the most recent Forest Service data (1/1/77) there are- 
488 million acres of commercial quality timberland in the United States. Of this 
total amount 283 mliliou acres are owned by private, sonforest-induatry land- 
Owners. There are approximately 3.9 million individual owners (indi^dnals) 
and legally recognized businesses, partnerships, etc.). The vast majority ot 
the owners bold less than 40 acres each while 600,000 landowners own more 
than 100 acres each. The average holding for this latter group is between 2W and 
300 acres and would presumably constitute the group moat likely to talro ad- 
vantage of the proposed program. 
The following Bummarizes total commercial acreage by type of owner ; 

Tvp' OS oiener Aertagn Md 

Public ; <m«HoB» 0/ «xrU\ 

Federal , 89. 7 

State 28. 8 

Local government -. _ — ™ 7. 3 

Indian land In trust ™ ._-.. 6. 1 

Private : 

Forest Industry 68. 



Total 487. 8 

>Inchidea land owned by tH Indians and other Tiative Americans and not held tn tmct 
by the federal government. (3) Induatrles not directly InTolved with thfl lumtter Or wood 
prodncta industry, and 13) nonfarmlni; Indlvlduala and iiartnerahipa. 

The entire 283 million acres of privately held, nonlndustrlal timberland would 
be eligible for an ongoing program If it used the same criteria as the pilot pro- 
gram in H.H. 4718. 

Separate data on the private holdings of Indian landowners are not available. 

In addition to these holdings 6S million acres currently owned directly by 
the forest industry would be eligible for the program as defined In H,R. 4718 
it its ownership changed to private nonlndustrlal. If the resultant program was 
financially attractive it would probably be In the Interest of any landowner 
to structure his ownership to parttdpate In the prORram. 

QufiHon 2. "For tliese c1o.«ses of timberlanda (farmer, other private and forest 
Industry), whether the current growth of hardwoods and softwoods exceeds 
actual or jtotentlal removals (by regions If possible) such that a sound loans 
program can he Implemented?" 

Anst'.er, The most recent Forest Servlcp data on growth and removn's are found 
in a 1978 review draft entitled "Forest Statistics of the U.S., 1977". Tables 31 In 
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that pablicatioo summarises net aamiat growth (Le., all growtb less natural 
losies), and table 32 summarlzeB annual removals by types of ownership and re- 
gion. Table 40 showB that, In general, net annual growth eiceei^a removals for both 
softwoods and hardwoods In most regions. Semorala bare exceeded net annual 
growth most consplcnonsly in the Padflc Northwest, whereas the balance of 
the country bas experienced a net Increase In commercial timber. A copy of each 
«f these tables Is attached. 

Question 3. ''What the anticipated loan levels and costs of the program would be 
and whether the benefits, In terms of forest products and renewable resources 
available to the economy, would be commensurate with the expected costs?" 

Answer. Cooslderliig the mix of possible loan packages and the numerous un- 
known variables such as Interest rates and borrower Interest tn the program, It la 
not feasible to develop a precise estimate of anticipated loan levels. In lieu of a 
specific estimate, we have projected the magnitude of certain Impacts based 
on a given participation rate In a program structured like the H.R. 4718 pilot 
program. 

For each 10 percent of all eligible landholders holding more than 100 acres who 
participate in the program, it is estimated tliat : 

{300 million In loan activity (direct loans and gnarantees) would be added to 
the Sural Development Loan Fund each year ; 

Assuming that approximately half of the loan activity would be direct loans 
and half guarantees, there would be approximately $150 million in direct loans 
each year and an additional contingent liability of the U.S. government of ap- 
proximately $150 million per year, offset only by sporadic principal repayments ; 

A 0.5 percent default rate would result in an average annual default cost of 
{1.5 million ; 

For each $150 milll'm in direct loans, administration coats would be a minimum 
of $8.6 million in the first year, with total CMts over the 40-year loan term of over 
tl5 million ; 

Administration costs for the guaranteed loan activity would be less than for 
direct loans, bnt would be offset by added costs generated In support of lender 

Default rates and administrative requirements nsed to develop the preceding 
relationships are very uncertain. A proliferation of small annual loans would 
be administratively expensive. Also, prepackaged 40-year loans with periodic 
disbursements are not tested money market instruments and would be expensive 
to administer if adequate periodic review of collateral is included. 

Wliether or not such a program. If enacted, would result in net benefit to tfie 
country is impossible to estimate with the limited time and resources available. 
Such an evaluation would require a more defined program structure and sub- 
stantially more information on participation levels for landownera, lepdlng in- 
stitutions and the Farmers Home Administration <FmHA). 

Question i. "How much would this program increase off-budget loan levels 
through guarantees, as well as direct and insured loans and what percentage and 
dollar Increase in budget authority and outlays would this entail over the life of 
the bill r 

Answer. Guaranteed loans represent only a contingent liability of the U.S. 
government and, unless defaulted, do not affect on-budget or off-bndget expendi- 
ture levels. If defaulted, the cost of honoring the loan falls to the guaranteeing 
agency. The current budgetary treatment is to count such costs as outlays, that 
require an equal amount of obligational authority. In tbe proposed program, lew 
defaults would likely occur In the first five to ten years, since periodic diabursals 
would provide cash flow to the landowner snfllcient to pay taxes and other current 
liabilities (primarily accrued Interest on previous dlsbursala)' 

If direct loans are processed fhroucb the Rural Development Insrirance Fund 
and sold to the Federnl Financing Bank, as most loan actlvltira are currently, 
off-budget outlays would increase dollar for dollar with loan volume until princi- 
pal payments hecin, presumably after the first timber harvest scheduled by the 
management plan. 

Assuming market Interest, rates, the program should Incur no net cost to the 
government beyond administration and defaults. Roth of these items are depend- 
ent on program strni^iire. They are also traditionally related r less administration 
and oversight results In greater defaults. FmHA experience has shown that 
guarantee programs also incur substantial administrative expenses. Tliese costs 
would renuire direct ooproprlatlon annually and would amount to apprnxlmately 
JIO million for every 100 million in loan volume over the life of the loans. 
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The Libraby of Conobesb, 

CONGBESBIDNAI. BESEABCH SEBVICK, 

Waskinaton. D.C., July n, 1919. 
To : House Agricultural Committee. Attention : Hon. William C. Wampler. 
From : Kennetb. B. Malpssa, Economic Analyst, Economics Dlvldon. 
Subject : Taxation of capital gains for private forest management and timber 
sales, and considerations for further incentives. 
Tbis Is in response to ;our request for information on the current pi^vislonB for 
taxing nonindustrial private forest investments. This paper will discuss tihe cur- 
rent capital gains treatment of timber sales and describe some advantages and 
disadvantages of loan programs and tax IncentiveB to spar farther Investment In 
timber production. 

Current tax policy favors timber Investments b; permitting gains to be taxed 
as capital gains instead of ordinary income. ". . . tbe gain from the sale or ex- 
change (of timber) will be capital gains If the taxpayer eltlier holds tba land 
as an investment or uses it in his or her trade or business and has held it at least 
one year. ... If the land is held as an Investment, losses on the sale of the stand- 
ing timber will be capital losses. If the land Is held for use by the taxpayer In his 
or her trade or business, losses on the sale will he ordinary losses." Attachment 3. 
Section 631 of tbe Internal Revenue Code of 1954 gives tbe taxpayer the option 
of applying such treatment to the sale of cut timber. Attachment 3. Section 1202 
states, "If for any taxable year a taxpayer other than a corporation has a net 
capital gain, 60 percent of the amount of the net capital gain shall be a deduction 
from gross Income." Tills treatment is beneficial to investors. 

"Depletion Is to the owner of (a) . . , timber property what depreciation is to 
the owner ot a depreciable asset" Attachment 4. "The basic method of compntlng 
depletion is 'cost depletion' (Code Sec. 612). The basis upon which the deduction 
is allowed Is tbe adjusted basis of tbe property. . . ." Attachment 4. First, the 
amount of timber Is determined ; then the part of the cost or other adjusted basis 
of the property which Is allocable to the depletable reserves Is divided by the 
numlier of units. The quotient is the coat depletion per unit. This amount, mnlti- 
plied by the number of uoits extracted (cut) and sold during the year, determines 
the cost depletion deductible for the year. This Is not percentage depletion, which 
may exceed the value of the asset Congress ehose cost depletion because the 
amount of timber, unlike mineral deposits, may be determined accurately at the 
beginning of a severance. Also, cost depletion tends to reflect the value of a gain 
more accurately than percentage depletion. 

Several authors have disagreed about the likelihood of a significant "shortfall" 
of timber In the near future. Attachments 5-8. Most agree that supply and demand 
will remain in balance through price adjustments, l)ut disagree as to vrhether 
the price will rise substantially faster than other prices. 

If it Is determined that further Inducement is desirable, several approaches are 
possible. Txian programs are proposed in H.R. 3049. Attachment 1. A variety of 
tax incentives, as mentioned in the request, are also possible. 

Due to the long range nature of timber investment, the expense of initial out- 
lays, and the unpredictability of economic conditions, potential Investors may 
produce less timber than is desired. Up front Incentives may have more impact 
than further reduction of taxes on the gain. Federal loans and loan guarantees 
reduce the risk to the Investor and may provide capital at a rate which makea 
greater investment profitable. An immediate wrlteK>ff of the exi>ensee Incurred 
in forest Improvement and reforestation and an Investment tax credit would 
also provide early returns. In the form of reduced tax liability, to Inrestora. 

Tax incentives have advantages and disadvantages for accomplishing public 
purposes. One advantage Is a relatively certain standard which the private In- 
vestor may rely upon. Tbis Is thon^t to leave most decision making In private 
hands. Also, tax provisions are slow to change, which permits long range 
calculations. 

Conversely, tax Incentives have been criticized for giving an unnecessary 
benefit to those who would invest anyway. It is usually Impossible to diatlngolsb 
one who would decide to invest without the tax break and one who will Invest 
only with it, so the tax break is given to all. This either increases tbe loss to 
the treasury beyond what a direct subsidy would cost to yield to de«lred In- 
crease in Investment, or it fails to be sizeable enougb to achieve its goaL 
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Deductions bare differpnt Impacts on different persone, depending on the tai- 

paj-er'a marginal tax bracket. A deduetion ot $1 la worth 60 cents to someone in 
the 50 percent tas bracket, but only 14 cents to someone in the lowest bracltet. 
Someone wlthont tax liability recelres no beneflt at all. Tai credits overcome 
Bome of these problems, but must be made refundable to be of value to those 
without tax liability. TaT incentives may also remain unchanged despite changes 
In the conditions that prompted them. This may result In inefficient resource 
allocation. 

Loan programs, such as that proposed in H.R. 3049, have other advantages 
and disadvantages. Their administration may be altered during the course of 
annual budget review, they may he linked to other programs, sneh as technical 
assistance, and they may condition their benefits on a showing of need. The latter 
quality is crucial, for it is the main factor distinguiahing loan programs from 
tax incentires to investors. Program administrators, relying on goidelines from 
the Congress, will develop standards for givtng loans or loan guarantees. This 
means that only particular investors will receive benefits, unlike tax incentives, 
ivblch tend to give assistance to all taxpayers who fall Into the proper category. 
Thus, funds may be channeled to potential investors who are eligible, as de- 
termined by the program's administrators. This gives more "bang for the buck" 
to the dollars allocated to the progrnm. 

Loan programs may have dii^advaatages as well. The eligibility requirements 
may end up as a tangle of red tape. The prnreaa ot determininn the "right" 
beiieflciavles may lead to administrative expenses, lengthy application forms, 
delays, and the possibility of unfairness in the selection of recipients. In short, 
bureaucracy. 

Loan programs usually operate in one of two ways. Either Federal funds are 
loaned, often at bflow-market interp,''t rates, or Federal funds are used to guar- 
antee repayment of private loans. Both have the effect of lowering the Interest 
rate l>eIow what would otherwise be charged, and wjbjecting the Federal Gov- 
ernment to the possibility of paying the entire amonnt. The Congressional Budget 
Office has discussed the anseen impact of loan goarantees on both the private 
market and the federal budget. Attachment 10. The CBO cantlons that Federal 
guarantees may cause unwise selection of credits recipients. 

If you have further questions, please call me at 287-6755. 

ATTACH UEHT8 

1. H.R. 3049: A bill to authorize and direct the Secretary of Agricolture to 
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2. The Timber Owner and His Federal Income Tax. Agriculture Handbook 
No. 274. U.S. Department of Agriculture, Forest Service, revised July 1975. 
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1079. 

8. Clawson, Marion. "Will there be Enough Timber?" Journal of Forestry. 
May 1978, pp. 274-280. 
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FORESTRY LOAN ACT OF 1979 



TIUI>A.7, JULY 20, 1879 

House OS Befbesgntaitves, 

SUBCOUMITTEES ON CoKSEBVATION AlTD CBra>IT AND 

Forests of the CouunrBB on AaaiccLTUBE, 

Monroe, La. 
The subcommittees met jointly at 1 p.in. in tha hearing tooth, Mon- 
roe City Hall, Civil Center Expressway, Monroe, La., Hon. Jerry 
Huckaby ( acting chairman of the Subcommittee (m Forests) preedding. 
Present : Representative Anthony. 
Staff present : Peggy Thomson. 

OFEKIKO BEHABES OF HOK. JEBBT HUCKABY, A BEFBESENTA- 
TIVE nr COHOBESS FBOH THE STATE OF LOTJISIAnA 

Mr. HucKABT. This afternoon we are having hearings to be con- 
ducted jointly by the Forests Subcommittee and the Conservation 
and Credit Subcommittee of the Agriculture Committee, U.S. House 
of Kepresentatives, concerning H.R. 4718, the Forestry Loan Act of 
1979. 

I would like to personally thank each of you for your presence here, 
especially those of you that will be offering testimony. It is our effort 
in these hearings to try to build a legislative history on the pros and 
cons of this proposed legislation, and what changes should oe mode 
in the legislation. 

Before we begin our witness list, I would like to make a few brief 
comments about the legislation, and then I will ask Congressman An- 
thony from Arkansas, who is with us today, also to maka commenta, 
and then we will proceed with the witnesses. 

For those of you who will be testifying, we have a published order 
of witnesses, but if anyone has time problems or aiwthing and needs 
to change to a little earlier, just let us know and I am sure we can 
accommodate you. 

Most people dont realize that today America is importing almost 
one-third of its timber requirements from Canada. We are falling be- 
hind at the rate of a little better than 1 million acres per year in our 
reforestation efforts, as far as timber that is harvested but not put back 
into effective production. 

What are the causes of this ? This bill is an attempt to address one 
of the major causes of this lack of incentive for reforestation. 

Private nonindustrial lands today account for 59 percent of all 
commercial forests — 59 percent. Here in the South it is much higher 
than that. Most of our lands, unlike the Far West, are owned by in- 
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dividuals, not owned by the major timber comi)anies, and not owned by 
the Federal Government. That is where this bill is directed, to offer 
an incentive or encouragement to the private individual who owns 
land that is perhaps not even in timber production today, to put that 
land into efficient timber production. 

The heart of this bill is a proposal for a periodic cash flow, in most 
cases we would anticipate it would be an annual cash flow, to the 
landowner who will invest his land in productive timber growing. 

Let me emphasize that this is not a Government giveaway. These 
loans would be 90 percent guaranteed by the Government. The indivi- 
dual receiving the loans, upon harvesting his timber, would have to 
pay Uie Government back, the principal as well as the accrued interest. 
Aiid it will not be a subsidized interest ; it will be at the cunent market 
rate. 

A lot of people ask what price range, what dollars are you talking 
about ? Is it economically feasible ! The computer analysis, which was 
compiled with the help of the National Forest Products Association 
in Washington and the Southern Forest Products Association, indi- 
cates that on the average here in the Southeast we can expect, at today's 
market prices, to make at last $100 per acre per year on the average, 
and yet, as we all know, there is not much incentive to invest today 
in pine trees because of the tremendous time, 15 years before you get 
any return, really 30 years before you get any significant return on 
this investnient. 

So we are envisioning a financial plan that will provide an individual 
with an annual cash flow in the range of a minimum of $10 per acre 
per year up to $50 per acre per year as an incentive to plant pine trees. 

Of course we have some strings attached. The strings are that he 
must establish a forestry plan, he must practice good conservation, he 
must implement adequate forestry practices, to insure that he gets the 
mazimum production that he can. 

Basically the thrust of this bill is really two-pronged, I guess. First, 
it is to offer an immediate return on investment for people who other- 
w^se would not put their land in timber production, but, most impor- 
tantly, I feel, it is something we are doing for our children and our 
children's children of the next generation and the generation after 
that, so that they hopefully will have an adequate supply of timber in 
their lifetimes. 

Congressman Anthony. 

OFENIBO SEMARES OF HON. BEBTI AITTHOKT, IR., A BEPRE^nT- 
ATIVE IN CONOBESS FROlil THE STATE OF ASEAKSAS 

Mr. AxTHOXT, Thank you, Mr. Huckaby, I would like to endorse 
the comments that Mr. Huckaby has just made and I would like to 
congratulate him for his resourcefulness and his hard work in coming 
up with a bill that will hopefully provide the necessary incentives for 
the private landowner to make their lands more productive, 

I would like to make a couple of comments to kind of set the stage 
for some problems that I sec and some of the reasons behind the neces- 
sity for a bill like this. 

The Democratic party has a national policy of providing adequate 
housing for all Americans, and we are woefully way behind in our 
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timeframe of providing these homes for our citizens. If there is in- 
sufficient wood fiber available to build the homes, we are not going to 
be able to reach one of our stated primary goals. 

I personally feel that in those areas where the necessary incentives 
are not available to induce the private sector, because of the many fac- 
tors involved — here we are talking about risk of capital and the long- 
term return on the investment of their capital — in those cases I think 
it is proper then for the Federal Government to provide the necessary 
programs and incentives to achieve what is considered to be a national 



policy goi 
I think 



I think this particular piece of legislation does address that. 

Something else I am pleased about is the fact that the chairman of 
our committee would allow us to get outside of Washington, D.C., 
and outside of the Halls of Congress, where I find that many people 
who come to Congress are just a little bit hesitant to say exactly what 
is on their minds. I have a feeling that if we come to where the people 
are, where the lands are, and where the experts are, it makes it easier 
for the witnesses to appear. I think it is in a lot more relaxed circum- 
stances, and I think it will encourage you to give us a better and more 
open and frank discussion, and therefore we can gain tremendously 
from your insight into this. 

The cash flow and the long-term investment problem is exactly what 
this bill is trying to address. 

There is one other factor here that I would like to stress. We had a 
witness that talked about this earlier this week in Washington. I 
would ]ust like to echo one sentence of that testimony because it 
summarized just exactly some of the thoughts I had already expressed 
to the timber people in south Arkansas. The witness for the National 
Association of Home Builders said this : 

There Is a strikiite and uocomfortable parallel between our Tellance on foreign 
oU supplies for enei^y and our increasing depent^ice on foreign timber for 
housing. WiOk tb% demamtl for housing espected to increase in titie next decade, it 
is likely we will become even more dependent on imports, unless we increase 
domestic prodnctlon. 

I think that tells us that if we cant learn from a crisis situation that 
we have placed ourselves in in one industry, the energy industry, then 
we are at fault. This is where I think Mr. Huckaby is to be congratu- 
lated because it is a long-term project and it will be our children and 
grandchildren that truly will benefit from it. 

With that, I will close, and I look forward to hearing the witnesses. 

Mr. HtrcKABT. Thank you, Mr, Anthony. Our first witness is Mr. 
Randy Ewing, from Jonesboro, representing the Louisiana Forestry 
Association. 

STATEMENT OF KAITOT EWING, JONESBOBO, LA., REPRESENTING 
LOUISIANA FORESTRY ASSOCIATION, ALEXANDRIA, LA. 

Mr, EwiNo. Thank you, gentlemen, and good afternoon to all of you. 
I appreciate the opportunity to come here and express some views I 
have. Most of my views are based on the fact that I am one of lli,000 
small landowners in this State, and my business is land and timber. 

In addition, I have had an opportunity to be involved with various 
aspects of forestry programs in the State, in that I have served on a 
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major board, the Louisiana Forestry Commission, which is a six- 
member board charged with responsibility for forestry in our Stale. I 
served on a committee which had the opportunity to evaluate the For- 
estry Loan Act being discussed here today. 

A primary concern to both the association and the commission, one 
being a trade organization, comprised of 2,500 people in our State, 
many of whom are small landowners, which is a State agency, the pri- 
mary concern of both of these organization is the small landowner 
who owns nearly two-thirds of our forest land here in Louisiana. 

On Tuesday our executive director of the Louisiana Forestry Asso- 
ciation, William H. Matthews, presented a paper to this very sub- 
committee in Washington, in which he pointed out the Ixmisiana 
Forestry Association's support for this legislation. I would like to 
highlight a few of tiie points he made and make a few comments of my 

We find that the long-range goals of this legislation run parallel to 
those of the Louisiana Forestry Association and would be a great help 
to us in the implementing many of the programs we have aimed fvt 
encouraging the small landowner to gi'ow timber on his land. We have 
decided that there is little doubt that the effect of this measure would 
result in retention of timberland, better management of private wood- 
lands, and increased regeneration of those areas lackuig adequate 
production. 

We also feel that this program would provide stability to the own- 
ership of small properties and enable the small farm to continue in 



Additional revenue being available on a continuing basis may very 
well be all that will be necessary to allow a small landowner to hold 
his land. 

We also further appreciate that this program does not expand Gfov- 
emm^it bureaucra{^, it has no significant price tag, and is a program 
that we think can sustain itself. 

In summarizing his comments, I would say that the prc^ram offered 
through this bill comes at a time when future forest supplies are in 
great doubt in our State as well as in our Nation, as indicated by both 
of you gentlemen. Over the years there has been a great deal of atten- 
tion devoted toward helping solve the problems of the nonindustrial 
landowner. Unfortunately, not much progress has been made. The 
major problems center around the long term aspects of timber as a 
crop, the expense in reforesting, and the natund disasters, such as 
insects, fire, and even ice. 

The Forestry Loan Act of 1979, as proposed here, certainly ad- 
dress one of these problems, and we feel the major problem. As Mr. 
Matthews pointed out on Tuesday, the earliest return on investment 
in forestry comes 15 to 20 years following planting, and this alone has 
greatly limited the number of people who are willing to devote their 
lands to timber production. 

The cash flow provided through the loan provision of this bill will 
overcome this major objection by providing the opportunity for a pe- 
riodic return on the timber investment prior to the maturity of the 
crop, I certainly believe that this will encourage the landowner to con- 
tinue to tree farm. I also feel that it will attract new investors into 
forestry. 
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Why all of the concern about growing trees? It is, of course, very 
apparent to us in this area. Sometime I don't think we look at the 
economics. The total economic impact of the 1978 Louisiana wood 
harvest, the total impact on the Nation's economy was $4,7 billion, 
acconling to the Louisiana State University Cooperative Extension 
Service. This does include manufacturing, transporting, and markets 
ing of the finished wood products, as well as the selling and harvesting 
of the raw material itself. This is a greater impact than all other plant 
and animal commodities combined. In our State alone there are 200 
primary wood products mills, which go to make up the largest manu- 
facturing employer in our State. There is an associated $300 million 
payroll with this industry. This picture is similar to many of our 
Southern States. 

Why grow trees? Simply, they are needed to fuel this segment of 
our economy. We have to have the trees. All Gioveniment and industry 
studies show that unless sometlung is done, the supply of this resource 
will run way short of the demanaby the year 2000. 1 think Congress- 
man Anthony alluded to that a minute ago. We have a situation where 
we will soon have a tree shortage, and many of us in the woods dont 
think it will take to the year 2000. 

How do we answer this need, or how do we solve this problem ? Well, 
there is one encouraging note, in that it can be solved, because, unlike 
some of our other natural resources, timber is renewable. The key is to 
get the landowners, who own the 59 percent of the forest land, as Mr. 
Huckaby pointed out, to grow trees. The way to do this is to provide 
the incentive. 

Congressman Huckaby's bill speaks to this situation in a very sound 
and realistic manner. Unlike so many programs, this is not a giveaway, 
with a huge agency set up to dish out huge sums of money. Rather, it 
is a well-designed businessmen's approach to solving the problem. I 
compliment all of those who have had a part in the development of 
this approach. In my opinion the Forestry Loan Act would be a very 
satisfactory answer to the major problem in getting landowners to 
grow timber. It would thereby allow more equal and speedy return 
on investment, and thereby place tree farming in a better light when 
compared with alternate land uses or other investments. Furthermore, 
I do not see the program as being selfsustaining and not a burden on 
the taxpayer. 

Gentlemen, I have worked with many small landowners, who own 
acreage from 20 acres in size to 600 acres in size. I believe that they 
may be an endangered species. After a crop matures and is harvested, 
the landowner is faced with two alternatives, either do nothing and 
allow the land to revert to brush, or to consider selling out. Neither 
of these is an acceptable alternative I think that ILR. 3049 provides 
a third alternative, and perpetuates the small landowner, the Nation^ 
timber supply, and the well being of all conoemed. 

Again, I congratulate you gentlemen on tills fine j fcl "^ ax idto 
you my appreciation for the opportimity of 

Mr. tlircKABT. Thank yon, Mr. Ewing, fo- ■" 
I would like to personally thank you ana * 
elation for the efforts yon all have put intc 

Over a year ago we just had a thumbow 
might be one of the answers to tliis pz 
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Association formed a committee, which made numerous si^ificant 
suggestions for improvement and as a result of this, we changed the 
legislation several times, and I think without your efforts we would 
not be where we are today with the legislation. We certainly thank 
you, Mr. Anthony. 

Mr, Anthont. With the permission of the Chair, I would like to 
ask one question. This is a question that came up during the hearings 
in Washington by other members of the panel who are not as strong 
■supporters of the legislation as we are. 

One of the doubts that has been cast on the record — and I would 
like you to address this — is whether or not a person who gets into the 
loan pTOgrnm and borrows money on a yearly basis for 5, 10, or 15 
years, whether or not at the end of that period of time there would be 
sufficient moneys from tlie timber harvest to be able to pay the Gov- 
ernment back for the moneys borrowed phis accrued interest. 

I know, without having any detailed studies of it, you obviously are 
going to have some general feel for the productivity of the land in 
this area. Is there any doubt in your mind that if they follow the 
proper practices— — 

Jlr. EwiNG. I think the doubt could be removed by being sure that 
the proper management policies, that are included in this bill, are 
enforced. I think it will take a management program to develop the 
timber to its ultimate, and I think we are practicmg a lot of forestry 
in our area now. But I think that the safeguards would be a proper 
management program, I think the loan program would be predicated 
on sound studies that would show what an acre of land of a certain 
site class would be able to produce. That information is available. 

I would assume that the criterion for establishing the loans could 
be developed and a safety factor inserted and this would not be a 
problem. 

Mr. Anthony. Knowing that this is a pilot project, do you think 
you would have any difficulty in having participants in the pilot 
project in this area? 

Xir. EwiNG. I don't think so. I think with public awareness of the 
program, and what it could mean and the fact that it has been a very 
severe detriment to getting people to replant timber or to keep the 
timber on the land, I think you could get the necessary applicants for 
a pilot project and would have an opportunity then to judge the 
performance of the timber and the applicants. 

Mr, Antiiont, Thank you very much. That is all of the questions 
I have. Mr. Chairman. 

Mr. HucKABr. Thank you very much. Our mext witness is Mr. 
Balph Law, representing the Forest Farmers Association. 

STATEUENT OF SALPH LAW, FOREST FARMERS ASSOCIAXIOK, 
WEST MONROE, lA. 

Mr. Law. Mr. Chairman and members of the subcommittees, my 
name is Ralph W. Law. I am director of Woodlands for Olinkrafr, 
Inc. of West Monroe, La., and a director and immediate_ past presi- 
dent of Forest Farmers Association. This association, which is head- 
quartered in Atlanta, Ga.. is an organization of private timberland 
owners and primarily small, individual owners in 15 southern States. 
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Our members own over 40 million acres of commercial forest land. 
More important to this hearing today, I am. here because I am a 
forester, and have been working relatively close to the small non- 
industrial private landowners in this area for over 30 years. 

I appreciate having the opportunity to appear before this joint 
subcommittee hearing today, and to speak in favor of H.R. 4718. 
^e introduction of this bill is timely in that it recognizes a loan 
program for a large group of people who have heretofore been denied 
the oenefit of financial aid through Government-sponsored loans. 

It is also timely because it has been introduced at a time when our 
future fiber supply is in doubt. However, befoi-e continuing with a 
discussion of this bill, let me say that I hope that no one considers 
this legislation as a cure-all to improving productivity on the private 
nonindustrial landowner land. This legislation will certainly help, 
but let us not lose sight of the necessity to improve the funding oi 
the forest improvement program as it becomes necessary, the need to 
repeal the carryover basis provisions as part of the tax reform act 
of 1976, and the necessitv of passing the Forest Preservation Act of 
1979, S. 100 by Senator tackwood, as well as any other constructive 
legislation that may be introduced. 

The Forest Farmers Association has been concerned with the pro- 
ductivity of private nonindustrial forest land in the South for many 
years, and has supported legislation which in our view would im- 
prove the productivity of this laind. 

I would like at this time to oifer a few comments on H.R. 4718. 

One. As I said before, the bill is timely and, we fee!, desirable. 

Two. The program as outlined is a pilot loan plan of minimal 
administrative cost. It is not a subsidy and will utilize existing govern- 
mental agencies. 

Three. The cash flow realized from this program should allow the 
small landowner to retain his holdings during economic downturns 
and also allow him to carry his crop for a longer period of time which 
will increase the unit value at the time of harvest. 

Four. When this program is coupled with other programs such 
as forest improvement program, it should allow the landowner to 
intensify his management practices and thereby improve his 
productivitj-. 

Five. The timber, rather than the land, can be used as collateral, 
and the loan can be passed on to a future owner. At the time of the 
timber sale, the owner can make his own sale. He is only responsible for 
the repayment of the loan. 

We also recognize that it is difficult to be specific in all points that 
have been considered in this bill. With regard to these areas, tliere 
are suggestions we would like to make. 

One. That the points mentioned above not be altered. We concur 
with them as outlined. 

Two. That consideration be given to crop insurance for the loan 
program to repay the loan in case of a catastrophic loss. 

ITiree. That, after the program has proven to be successful, the 
private enterprise be allowed to enter the program. 

Four. That, as many phases of the pro-am as possible, such as 
management plans, inspections, harvest programs, et cetera, be left 
in the hands of qualified foresters. 
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Five. That repayments of the loan principal and interest from 
partial timber cuts prior to the 40tii year of the loon be restricted 
to a portion of the net harvest value so as to leave the landowner with 
some profit from each harvest. 

Thank you for allowing me to testify before you today. 

Mr. HucKABT. Thank you, Mr. Law, for your excellent statement 
and the suggestions you have mada I certainly concur with your 
points regarding carryover. In Washington this past week we had 
the Treasury Department testifying before us, and unfortunately 
they are not in favor of repealing carryover at this time, although 
quite a few of us, in fact, most of the members of this committee who 
were present expressed ihe sentiment that you did, that it should be 
repealed. 

I understand also Senator Ijong from Ijouisiana is working on the 
Senate ride to try to change this. 

You mentioned the FIP program. It is certainly our intention 
that the forestry incentives program will continue to function as is, 
and will work hand in hand wit£ our program; that there will be no 
conflicts as such between the two. TTnfortonatcly for the year 1980 
we were not able to increase funding for the FIP program; as you 
are well aware there is a great demand and need for the program today. 

You mentioned crop insurance. I feel that this is an essential in- 
gredient (to making this program work successfully, and especially 
for the private sector to not only participate initially, but to ultimately 
perhaps run this prc^^ram, ejid the Government pull out of it, W© have 
legislation now Before the fuU Agriculture Committee that is over 
the period of the next 2 years going to phase out the disaster program 
entirely, and national comprehensive crop insurance will be offered on 
all commodities, from small vegetable farms to soybeans, wheat, com, 
cotton, as well as forestry nroducts. We have built up, through legis- 
lative history, the desire of Congress to make sure that the insurance 
is available in the same counties or parishes here in Louisiana where 
our pilot program is offered. Because this is one of the mandatory 
requirements that the banks have felt they must have if (Jiey ere to 
participate in it. 

Frankly, I would much rather see the banks making tJtiese loans 
than the Federal Government, if possible. 

Your recommendation No. 5, what percentage or how much would 
you recommend that the private landowner be allowed to keep of the 
harvest proceeds? Of course we will rew^nize if you work this prob- 
lem through, if a person got in at groimd zero, where they planted and, 
say, thinned pulpwood at 16 ^ars, the amount of funds they received 
from that would not be sufficient to pay off the loans that tlijey had 
accrued at that time, plus interest. 

Mr. Law. That's right 

Mr. HucKABT. They would have to get into the second cutting be- 
fore that. 

Mr, Law. Yes. It could be a dirincentive, if the tree farmer gets into 
the program, goes throingh a thinning harv^ at some point in his 
management plan, and didn't see some of the fruits of his w(wk. 

As to what it would be would be based on the management plan, 
on the productivity, the intensity of the forest management program 
he was in. 
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I think something would have to be worked out certainly on the 
productivity levels, or intensity of forest management on those in- 
dividual lands. But it is a point that we feel ^ould be considered, 
to keep the incentive of the tree fanner there. 

Mr. Httckabt. It is certainly a good point. Of course we have done 
computer analyses and models making many, many assumptions. So 
I will go back and try to insert this in and see what can possibly be 
done. We are trying to build in a total safety factor here, so there are 
no large losses as such with tie Government guarantees. 

Congressman AniUxony. 

Mr. Anthony. Thank you, Mr. Huckaby. Mr. Law, I too would like 
to thank you for your testimony. I would like to just point out that the 
private enterprise has been involved in this particular field and to 
their merit they saw the problem coming long before the Government 
did, through their leasing program, whereby they do go out and pro- 
vide landowners with some cash payments early on. However, they are 
limited in the scope of what tliey can do. 

But I agree with you, that the Government should only be there to 
get it started and once the program is started and can prove it is suc- 
cessful, I agree we need to have more priva,te enterprise and as little 
Government as possible. 

I take it by your comments earlier about the carryover basis and 
capital gains, you feel like it is a proper policy to use the tax code to 
give incentives for reforestation ? 

Mr. Law. Definitely. Very true. 

Mr. Anthony. Mr. Huckaby stated that we did hear from two 
Treasury witnesses earlier. I want you to know both of those Treasury 
officials testified just the opposite. They do not believe it is proper to 
use the tax code to give the necessary incentives to small landowners, 
or any landowners, for reforestation practices. They think it should be 
attached in a different manner. 

Mr. Law. We understand that. 

Mr. Anthony. So I encourage you to make your voice heard in as 
many different places as you can on that, because we need support on 
that in Congress. 

Mr. Law. You can be sure we will. 

Mr, Anthony. Thank you. 

Mr. Huckaby. Thank you, Mr. Law, The next witnesses lire Mr: Bill 
May and Dr. Terry Ozier, Jackson, Miss. 

STATEKEHT OF WUXIAM W. MAT, CONSULTING POBESTEE, 
JACKSON, UISS. 

Mr. May, Mr. Chairman and Mr. Anthony, I am William W. May 
from Jackson, Miss., a consulting forester engaged for the most part 
in the business of assisting private nonindustrial forest landowners in 
the management of their acres. 

I have been a professional forester for over 30 years and during all 
of that time I have watched almost every area of our economy receive 
all of the oredit necessary to promote its full economic development. 
But only in very recent years has the amount of timberland loans in 
relation to appraised value reached a meaningful amount At about the 
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same time, lending agencies have been awai-e and have been allowed 
to loan on other vahies and existing merchantable timber. 

To me it is a heartening surprise to have this advance credit concept, 
■which seems to me to be a good deal like the reverse mortgage that is 
now under trial in the home finance area considered for forest lands. 
I think Mr. Huckaby and the other sponsors of this bill should be 
commended for this forward-looking concept. I feel that some of the 
merits of this bill are really not written into the printed test, but are 
covered by the expression of a need for a broader and more varied 
credit for timberland operators who are interested in proper manage- 
ment of their holdings. 

I would add one more comment on the details of administration of 
this type of program, and that is that few of the people in the State 
agencies have the time or the training to develop a long-range loan 
and management plan, and the real key to the success of this type of 
progi-am is to put it in the hands of private professionals to develop 
and manage, subject to the approval and periodic review of the loan- 
ing agencies. 

Again let me express my appreciation and that of my several clients 
for thinking of the particular needs of the small forest landowners 
in this most worthwhile bill. 

Mr. Chairman, I promised the chairman of your subcommittee that 
I would produce a bona fide landowner for this hearing, and he said 
that doesn't happen too often. I would like to introduce one of my 
favorite clients. Dr. Terry Ozier, who has some very pointed views on 
some of these elements. 

Mr. HucKABT. Thank you, sir. Dr. Ozier. 

STATEMENT OF DR. TERRT OZIER, JACKSOIT, HISS. 

Dr. Ozier. Thank you, Mr, Huckaby, subcommittee members, ladies 
and gentlemen : I am the victim we are concerned with, the private 
nonindnstrial landowner. I am Dr. Terry Ozier of Jackson, Miss., and 
I have been involved as a nonindnstrial private landowner for over 
20 years, growing and managing personal timber holdings. During- 
this 20 years I have had the opportunity to be involved with many 
private landowners, and I have also had the opportunity to be a past 
president of the Mississippi Forestry Association. I have served a 
tenure of 4 years on the Mississippi Forestry Commission. At the 
present time I am president of the Central Mississippi Forest Farmers 
Association, a group of landowners structured to provide for better 
marketing and practical education fo the landowners, to its members. 

T believe this bill, H.R. 4718, can be a vehicle to encourage better 
land management and serve to better equalize revenue for small pri- 
vate timber holdings and investments. 

Like the other people who have preceded me, I wish to congratulate- 
yon for the foresight in developing it. I have on occasion had to borrow 
fundings for timberland purposes, and I can assure you in the past it 
has not been an easy matter. 

I would at this time like to suggest one or two possible things that 
might be inserted or might be considered that might be of better service 
to the bill. I would hope that this bill would be used to develop a pro- 
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fessional relationship between the landowner and the consulting pri- 
vate forester. 

The reason I say that is the landowner many times on today's scene- 
is an absentee landowner. He needs to have a professional adviser or 
consultant. He may live many many miles away from his timber 
holdings. And I have found that some people are not even aware of the 
boundaries of their land holdings. So it is quite necessary that certain 
people depend very heavily on a consulting forester. So I am in hopes 
that this bill, if it is passed and becomes law, will encourage more con- 
sulting foresters, not only those that are now practicing, but also to 
encourage young foresters just graduating from college to become 
active in the private land sector. AVhere we have many thousands of 
small landowners like we have in Mississippi, it is very difficult for all 
of the agencies and all of the people involved in forestry to have access 
to the profe^ional sen'ices that they need through industry and 
tlirough the various agencies. 

My second suggestion would be a standard management plan adapted 
and personalized to fit the individual landowner. I say this because I 
can conceive that if there is not a standard plan, there might be a 
variety of plans used that would not be as easy to administer. Also 
some might leave out certain areas of concern that the small landowner 
would very much need. This could be done either on a national basis 
or on a State basis. 

My third suggestion. I believe each landowner functioning under the 
proposed Forestir Loan Act should have an annual on-site inspection 
by a professional forester. This frequency is necessai^ to determine 
disease and biological changes occurring in forest lands. 

At this time in central Mississippi we are experiencing bark beetle 
damage, and just to hold a periodic inspection or examination would 
not certainly be nearly as adequate as an annual inspection. 

Also I can see that these annual inspections would bring the forest 
landowner and the professional forester close together. I believe it 
would encourage the landowner to follow better the management pro- 
gram that has been developed. I believe it would also help the con- 
sultant become more aware of the acute problems that the individual 
might be experiencing. 

I thank you very much for allowing me to be a part of this hearing. 

Mr. Antiiont [acting chairman]. Thank you very much, Dr. Ozier 
and Mr, May. I have a couple of inquiries I would like to address to 
vou jointly, Fir^, you indicated that you have attempted on a private 
basis to liorrow money so that you personally could practice better 
forestry management. I just wondered if you could state for the 
record some of the difficulties you did run into in obtaining the loans 
or the necessary funds. 

Dr. OziHR, I will speak in general terms, of course. Up until several 
years ago in our area of the State the commercial banks were very 
fearful of making such loans. They were concerned about fire, they 
were concerned for the fact that maybe timber was not a profitable 
enteirprise, and perhaps the economy involved with timber would, not 
justify any form of loan. Also, these loans were usually of a short- 
term nature, which required frequent refinancing. 
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I have also acquired sums from the Federal Land Bank. Most 
recently this institution has broadened their approach to forestry, 
made it much more available. 

Quite frankly, though, I do not like the extensive investigation 
that they go through to inquire as to the feasibility of the loan. 
I think that the land itself ajid the timber on it should stand for 
the moneys that would be borrowed against it. I don't see the neces- 
sity as they do, of making exhaustive inequities as to the economic 
structure of the individual. 

Mr. Anthony. Have you noticed aJiy ohange of attitude on the part 
of the financial institutions in recent times to rethink their position 
on making forestry loans? 

Dr. OziER. Yes, sir. When I went to Mississippi in 1946 and we 
were buying land for $12, $15, and $20 an acre, it was just anybody's 
old land, but suddenly when it is worth $300, $400, or $500 an acre, 
most everybody gets into the act. 

I would say yes, we have an area how that is very interested in 
forestry, and an area that is quite interested in pushing and develop- 
ing forest resources. 

Mr. Anthony. Do you think some system of guaranteed loans 
or Grovemment-backed loans witih some type of crop insurance, do 
you think that would run into a better climate in gettmg the financial 
institutions to participate? 

Dr. OziER, Yes, sir, I do. Not only that, I believe tJiere are many 
small landowners that would very greatly like to become involved 
in this type of structure. Truthfully, a lot of these people have poor 
access to commercial banks and to some other loaning agencies. I think 
also there may be some doubt as to just how they will be treated. 

I would say this has a very fine basis, and I am personally pleased 
with what I read in it. 

Mr, Anthont. Thank you very much for your comments. I would 
like to address the following questions to your consultant forester. I 
agree wholeheartedly with your first suggestion on trying to develop 
better relationships between the landowners and the consulting for- 
esters. I think that would go a long way toward educating the public 
and would help make the lands more productive. 

Your second suggestion gives me a little concern, and I would like 
Mr. May to address it. You are talking about a standard management 
plan, be it national or on a State basis. What I question is that there 
IS such a diverse land site basis, some lands being more productive 
than others, I wonder whether or not, in your opinion, a standard plan 
could be developed. 

Mr. Mat. I think, Mr. Anthony, that what Dr. Ozier meant, and 
I agre« with him, was an outline which would include the necessary 
ingredients of a management plan. We realize that you have tremen- 
dous variance from acre to acre, and this flexibility must be the judg- 
ment of a fairly knowledgeable professional. But there should be cer- 
tain elements in the plan that would be reviewed and examined every 
year and adjusted to the changing situation in relation to the area. 

Mr. Httckabt. Let me apologize to you for having to leave the room. 
I had an urgent call from Morris XJdall, chairman of the Energy and 
the Environment Subcommittee in the House, who has been eng^;ed 
in backroom negotiations on the President's Mobilization Board, to 
try to put something together, and I did have to leave for a moment. 
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I would like to ask you, how do you envision this plan working! 
Let's say the local farmer, and we envision the ASCS office being ms 
initial contact, goes there, expresses interest in the program. Then he 
must come up with a forestry plan, a private forestry consultant is 
one of the individuals most likely to work with him. Once they arrive 
at a plan, should the Stat« forestry office approve this plant Or do 
we just say, OK, if you have come up with a plan for the private 
individual, that is enough? Getting down to the basic mechanisms, 
how do you think it could best work to see that we have sound plans 
throughout the program? 

Mr. Mat. Mr. Cliairman, tliat is what I hinted at in my closing sug- 
gestion. I believe it is fair to say that. This plan will have to be fairly 
detailed and it will requii-e franklv more experience in financing and 
that sort of thing than the people that are available through the State 
agencies have to give to it. Forest financing is not a simple tning. I have 
been involved in it for most of my professional career, and it just now 
is beginning to get some knowledge of how interest affects a forest 
investment. It is going to take people with an interest in this thing, and 
considerable experience, to get out and field it for you. 

The young man that represents the State and the counties is willing, 
and up to his limits is able, but he simply has a lot of other duties, he 
has FIP to inspect and in Mississippi we have the State program to 
police and a dozen other things. He is responsible for fire control also. 
Frankly, he doesnt have the experience to do it, he is fresh out of 
school, has jnst been hired by the commission, and he is going to find 
something he feels he can do a little better than something this in- 
volvad. 

So I offer that in all humility, if you will, that it will take somebody 
with experience working with forest financing in detail to field this 
program for you. And if he is involved and made aware of it as a tool 
for him. then he will bring the people in that need this thing within his 
line of clients. 

Of course that will develop some new ones for him, too. But you know 
there is no incentive^I had an old partner years ago that said the con- 
sultanthas a good reason for being aggressive, he likes to eat. "When 
our eating is involved in something, we get out and work at it. I think 
you would agree with that premise. 

Mr. HucKABT. Very good. Thank you, sir. Thank you all for coming 
over and being with us today. 

Our next witness is Mr. John Mullens, my good friend, who is the 
president and chief executive officer of Olinkraft. Inc., here in West 
Monroe, one of our major employers in north Louisiana, now a member 
of the board of directors of Johns Manville Corp. 

8TAT EMEMT OF JOHW MtllENS, PSESIDEFT AND CHIEF EXECU- 
TIVE OFFICER, OIIMKEAFT, INC., WEST HOFEOE, LA. 

Mr. MnLUENs. Mr. Chairman, and members of the subcommittee, my 
name IS John D. Mullens, and I am president and chief executive officer 
of Olinkraft, Inc., a large, timber-products company with headquarters 
here in West Monroe, La. My company owns and operates some 580,000 
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acres of timberland in Tyjuisiana and Arkansas, and we also buy a sub- 
stantial amount of wood from private, nonindustrial landowners. 

I would like to offer a few comments on a substitute version of Rep- 
re.sentative Jerry Huckaby's Fore-stiy Loan Act of 1979, H.R. 4718. 
First, however, I want to extend a word of welcome to your two sub- 
committees and say that the timberlandowners in Louisiana and Ar- 
kansas welcome the hearings which you are conducting in these two 
States. AVe appreciate the interest of these subcommittees in increasing 
timber productivity, especially on the lands of private nonindustrial 
owners. 

Although my company owns and controls a great deal of land and 
timber, we supply only about one-half of our total requirements. 
Today, private individuals own approximately 70 percent of the forest 
land located within the State of Louisiana, and I dont see this per- 
centage clian^ng much in the future. It is toward these private land- 
owners that the Nation must tum its eyes if we ai-e to grow the ever 
increasing timber requirements of this country in the future. Timber 
is vital to the Nation s economy. Its continued availability is essential 
to the housing industry. The production of paper and paperboard 
requires enormous amounts of wood fiber whose products in their final 
form find their way into all avenues of our life. 

Unlike oil and gas, or mining, timber is a renewable resource. Unlike 
conventional crops such as cotton, com or soybeans, timber production 
I'epresents a long-term investment and the owner of timberlMid, gen- 
erally a small landowner, needs help of a financial and technical naturfr 
to insure that his crop of timber is productive and rewarding to him. 
So we strongly favor well-conceived plans and incentives which wilf 
encourage private nonindustrial landowners to grow more timber.. 
It is for this reason that we favor the approach advocated by Mr. 
Huckabyj and we would like to see it tried out on a 5-year pilot pro- 
gram basis as has been suggested. Such a pilot program would provide 
an opportunity to see if his approach will work, and, if it is successful, 
we would hope that the private business sector could be encouraged 
to continue and expand it. 

As a matter of principle, I am opposed to higher taxes and more- 
government, as I believe are most Americans. I do feel, however, that 
the Government is the only one with the financial capacity for pioneer- 
ing a program such as this. And since this is a loan program, instead 
of a direct subsidy, we favor this legislation and applaud the com- 
mittees' innovative thinking. 

Mr, Httckaby, Thank you, Mr. Mullens, for your significant 
thoughts, I would like to point out what I think is a crucial point in 
your testimony, representing the company that you do. I feel that 
more than anything else what makes America what it is today is our- 
system of private enterprise, of the desire of an individual to work, to 
be able to pass on to one's children his property, so that his children 
might have a better lifestyle. Tliat is what we would like to see as one 
of the benefits of this bill is that land here in north Louisiana, through- 
out America, will be able to be retained by a private individual rather 
than the individual having to sell to the major timber companies 
because of taxes, because of a lack of cash flow, or other reasons. Hence 
it is very heartening for me that the major landholding corporations 
of America, as exemplified by your testimony, also recognize the- 
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importance of you not getting bigger and bigger and controlling 
hundreds and hundreds of thousands of more acres, but the importance 
■of retaining private ownership. For that we thank you very much. 
Congressman Anthony. 

Mr. Anthony. Well, I too would like to thank Mr. Mullens for his 
testimony. It was interesting and well-received as the last time we were 
together, as you were celebrating your 75th anniversary in southeast 
Arkansas, and especially in Union County, I hope that you can serve 
Another 75 years in tliat capacity. I hope we have the timber in that 
region to make sure that mil] is still operating. Thank you. 

Mr, MtJLLENS, Thank you. 

Mr. HoCKABY. Thank you, John. 

Our next witness, representing International Paper Co., Mr. Bob 
"Wangenstein. 

STATEMENT OF BOB WANGENSTEIN, nTTERNATIONAL PAPER CO., 
NATCHITOCHES, lA. 

Mr. Wangenstein. Good afternoon. Jerry, I would like to say I 
Appreciate those comments about free enterprise. We don't hear 
enough of that, especially from our Government. 

I am Bob Wangenstein, area superintendent of International Paper 
Co.'s Natchitoches area. My major job responsibilities include the man- 
agement of 231,000 acres of company land, wood procurement for com- 
pany facilities, and administration of our landowner's assistance pro- 
gram in the area. 

On behalf of International Paper Co., I would like to voice our sup- 
port for H.R. 4718, the Forestry Loan Act. There is a pressing need for 
the nonindustrial landowner to manage his land for optimum timber 
production, and the pilot program established by the Forestry Loan 
A-Ct would be a major incentive to do this. 

As most of you Know, the demand for timber is growing at a rapid 
rate. A 3-year study of the U.S. timber productivity has revealed a 
number of opportunities we should explore to help meet the increasing 
demands for timber and wood products. The study brought out that 
just in the South $80 million anually are needed for productive forest 
-practices to keep timber supply at pace with demand. 

Needless to say, a scarcity of timber would be highly inflationary. 
Housing costs would rise, as would pulp and paper products and any 
■other consumer product made from trees. 

In addition, if we want to favorably affect the balance of trade by 
■exporting more wood products, or if wood becomes a major source of 
energy, then, in the South aione, additional forestry investments must 
increase drastically over the $80 million estimate. 

Since growing timber covers such a broad span of years, we should 
take immediate action to generate more capital for timber production. 

Private, nonindustrial forest lands are the key to solving the Nation's 
timber supply problems. About 58 percent — 283 million acres — of the 
Nation's 480 million acres of commercial forest land belong to the non- 
industrial, private landowner. This vast acreage represents a great 
deal of untapped potential, because the average landowner feels as if 
-there is no incentive to replant land where trees have been removed, 
-or to manage his woodlands for better timber growth. 
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The reasons for landowner apathy in forest management are numer- 
ous and complex, and there is no simple solution to the problem. Bnt 
the basic economic setup of tree growing as an investment is a major 
drawback. There is a long passage of time between when initial invest- 
ments are made and when a person finally realizes a cash return. H.R. 
4718 is an attempt to solve this problem by providing periodic cash 
flows from forestry investments. The Forestry Loan Act allows the 
iMidowner to borrow against the future value of his timber when it 
has matured and is ready for cutting. 

The concepts involved in H.R. 4718 are complex, both sUvicnl- 
turally and financially. Representative Huckaby has worked over a 
year with individuals from the financial community and with forest- 
ers well-versed in managing nonindustrial forest land, to explore the 
intricacies of long-term forestry loans. This group has cleared most 
of the major hurdles in the proposal. We beheve now is the time to 
set a pilot project in motion to test the concept and measure the results. 
To reach this goal, International Paper Co., fully supports H.II. 4718. 

Although the pilot program will require modest funding from the 
Federal Governraent, we believe it has the potential to evolve into 
a large-scale private landing program attractive to private financial 
institutions. This, of course, is contingent on the success of the pilot 
program. The pilot project, therefore, should be constructed so that it 
IS a model for a larger private enterprise program to follow. 

Representative Hucltaby will work closely with the TJSDA in de- 
veloping the pilot program, so private lenders will be able to ac- 
curately evaluate whether or not forestry loans are a sound invest- 
ment. This is why, during the pilot project, loan proceeds should be 
allocated following fiscally soimd criteria. This should build con- 
fidence that the loan process can work in the private sector. 

The workings of the free enterprise system — not heavy Federal 
subsidj[ — should be the driving force for increasing the productivity 
of nonindustrial forest lands. The Forestry Loan Act, we believe, 
adheres to this principle since Government will merely be testing a 
pn^ram that will evolve into an entire field of investment for private 
enterprise. At a minimum cost to taxpayers, H.R. 4718 sows the seeds 
of what we hope will grow into a mechanism mutually beneficial to 
investors and tree farmers alike. 

The periodic cash flows paid out through the pilot project are loans 
and will be repaid with interest to the Government. Existing TJSDA 
lending structures will be used, which should hold administrative 
costs to a minimum. Furthermore, H.R, 4718 does away with interest 
subsidies, an objectionable feature in earlier versions of the legislation 
which would have greatly increased the cost of the program. 

To sum it all up, H.R. 4718 proposes to create a small, low-cost 
Federal pilot program, designed to help resolve a specific problem. 
If it succeeds, more capital will be generated to increase forest pro- 
ductivity. Because of these reasons, we urge your support of the pas- 
sage of the Forestry Loan Act. Thank you. 

Mr. HuCKABT. Thank you very much. Bob. As you arc probably 
aware, during the course of this past year — you emphasizecl several 
times in your testimony private enterprise and private capital — ^we 
have been in contact with large mortgage banking firms such as 
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Chase Manhattan. They have indicated they tiiought there woold be 
in time hundreds of millions of dollars in capital available for projects 
of tl^ifl type. The problem is packaging it and bringing it together for 
these large investors and long-term investments. 

Hopefully, through the pilot project, with the Government behind 
it, the potential wiff be there for individual enterprise, private enter- 
prise, to move in and actually do the packaging job that the Federal 
Government initially must do. 

Could I ask : here in Louisiana, International Paper manages lands 
for private individuals ; is this true. 

"Mr. Wanoenstein. Yes; we have what we call a landowners as- 
sistance program. We manage lands on which private individuals wish 
to have assistance. We manage these lands for private landowner. 

Mr. HocKABT. Approximately how many acres ! 

Mr. Wanoenstein. In Louisiana, we have probably 65,000 or 
70,000 a«res. 

Mr. HucKABT. Have you ever entered into a contractual loan agree- 
ment ! Or do you, on the other hand, lease land for timber production 
from private individuals ? 

Mr. Wanoenstein. Yes ; as well as other forest industry companies,, 
we have lands leased from individuals for timber production. 

Mr. HucKABT. Have you ever made loans to individuals as a company 
based on the equity that they have in the timber ? 

Mr. WANOENSTErN, This we have not done. 

Mr. Httckabt. Thank you. 

Congressman Anthony. 

Mr. Anthony. No questions. 

Mr. HucKABT. Thank you very much for b«ng with us today. 

Mr. Wanoenstein, Thank you, again. 

Mr. Httckabt. Our next witness is Dr. Leroy Jones, U.S. Depart- 
ment of Agriculture. 

STATEMEKT OF DR. LEROY JONES, ASSISTAlTr AREA DIRECTOR OF 
SOTTFHEAST REGION, STATE AlTD PRIVATE FORESTRY, FOREST 
SERVICE, U.S. DEPARTimiT OF AGRICTJITURE 

Dr. Jones. Thank you, Mr, Chairman and members of the subcom- 
mittee. I am LeEoy Jones, Assistant Director of the Soutlieastem Area, 
State and Private Forestry, of the U.S. Department of Agriculture, 
Forest Service, headquartered in Atlanta. Ga. The area comprises the 
13 southeastern States, Puerto Rico, and the Virgin Islands. I am 
pleased to appear before vou and offer the views of the Forest Ser\-ice 
from the T>ersi)eetive of Federal forestry programs in the South. 

I would like to add at this time that our statement is confined to 
H.R. 3049. We are aware that Congressman Huckaby has introduced 
a successor to his forest loan bill, H.E. 4718. We have provided the 
Committee on Agriculture the Department's report on H.E. 3049, and 
several o.f the amendments we proposed in the report have been incor- 
porated into this new bill. We have not, however, had an opportunity 
to examine H.R. 4718 in detail, and hence cannot provide the subcom- 
mittee with a departmental position on the new bill at this time. Our 
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Washington office staff is now analyzing the bill and we will provide 
the committee with our views as soon as possible, ^ ■ . * 

You received testimony from Philip Thornton, Deputy Chief oi 
the Forest Service, in Washington, on Tuesday, concerning H.B. 
-3049. His statement supported the bill and the pilot forestry loan 
program which it would establish. I stress the emphasis which he placed 
■on the conduct of the pilot program. It must be carefully designed 
if it is expected to yield meaningful results. We believe the soutJiem 
States are miiquely qualified to host this pilot program, 

I would like to explain the mission of State and private forestry 
and how it would relate to a pilot forestry loan program. We seek 
to promote the conservation, development and management of the Na- 
tion's non-Federal forest resources. Our major goab are : expanding 
the supply of all forest goods and services; efficiently utilizing forest 
j-esources; representing forestry in planning processes; applying re- 
search; and maintainmg and enhancing the environment. 

The forests of the South cover over 200 million acres and are a key 
part of the region's economy and environment. They play an impor- 
tant and increasing role in providing the Nation's goods and serv- 
ices to the point where this section of the country shares equal biUinc 
with the Northwest as suppliers of forest products. Aside from hig^ 
•demand and high potential, the paramount characteristic of southern 
forestry is that 90 percent of the production base is in private owner- 
ship, as compared to about 60 percent nationally. 

Moreover, most of the forest land is in nonindustrial private holdinop 
generally of small size. The South is destined to become the Nation's 
woodbasket. By the year 20.^0, more than one-half of the softwood 
sawtimber cut will have to be provided by the South. Pro]*ections in 
the EPA assessment report indicate that unless some major actions 
are taken, there will be shortfalls of 7 billion board feet in 2000 and 
10 billion in 2030. 

The forestry community generally agrees that intensiflcatirai of 
management on the nonindustrial private forest lands should have top 
priority. The forest incentive jirogram generaUy has provided assist- 
ance to opportunities with high cost effectiveness. Owners received 
cash, while the public will eventually benefit from increased timber 
supplies and more favorable prices. Yet FIP will reach only a small 
fraction of the private forest landowners. Technical assistance is an 
important factor in getting private nonindustrial land under manage- 
ment. Last year the Southern States prepared management plans for 
24,100 landowners ; however, this is only a small portion of the esti- 
mated 2.1 million owners. In preparing management plans, foresters 
take into consideration all forest resources and not just timber which 
: should result in improvement for wildlife, range resources, water and 
recreation opportunities. 

Large acres of small softwood timber in the South are being har- 
vested at a young age. If the South is to assume the role as major 
producer of softwood lumber and j>lywoo(l which is projected to be 
m short supply, premature harvesting must be at a minimum. TTie 
owners often harvest their timber when the trees are at maximum 
^growth rate because they cannot afford to carry the investment at 
present interest rates, or they sell small timber or pulpwood to raise 
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needed cash. Some landownei-s receive assistance from private forest 
industry througli landowner assistance programs which many indus- 
tries provide. Also, the South lias a number of forestry consultants 
that are available to work on private lands; however, most landowners 
need financial assistance to get the job done. 

A loan program to provide needed income to forest landowners 
would greatly assist them in improving the management of forest 
lands and would help sustain trees on high yield forest sites. 

The Forest Service, in cooperation with the State forestery i^ncies^ 
Farmers Home Administration, and Agriculture Stabilization and 
Conservation Service, already has a delivery system to handle a pilot 
loan program. We support a pilot forest loan program and will co- 
operate with the States, industry, private foresters, and other agencies- 
to make it as efficient as possible. 
If you have any questions, I will be happy to answer them. 
Mr. HucKABY, Thank you, Dr. Jones. The Pacific Northwest region, 
the Great Lakes States, and even one State in New England, have ex- 
pressed interest in participating in this pilot project. 

I agree with the thrust of your statement that in fact tlie South, 
the Southeast, is going to be the woodbasltet of America. It is rapidly 
becoming so. Therefore, I feel a major portion of this pilot program- 
should be in the Southeast. 

How many States do you feel we should have participate in this 
pilot program in the Southeast ? 

Dr. Jones. I am not sure what a representative sample would be. 
But I would think 3 to 5 States. 
Mr. HxjcK^\Br. In the Southeast ? 
Dr. Jones. In the Southeast ; yes. 

Mr. HucKABT. How many counties or parishes within each State, or 
should we let it be open to all of the counties and parishes within the 
selected State ? 

Dr. Jones. I think we would have to determine how we could pilot 
test the loan and how many counties or parishes should be included; 
in the test. I am not sure w^at the participation should be. Offhand, I 
would say all of the major softwood-producing States are in thOf 
South. But I would have to do some more analysis and work on that 
to come up with a more reliable answer. 

Mr, HucKABT. Because that is one of the concerns that we are gi'ap- 
pling with now, I fear we might get into a State, or into certain coun- 
ties where there is not much interest in it, where most people that 
could participate in the program are not aware of it, and we might 
not get a true enough sample. 

Dr. JoifES. Another factor may be the extent State forestry agencies- 
would want to participate. We have found that participation in a 
new program, is sometimes limited because of personnel and resources 
they have to work with. Some are anxious to do something new, and 
some have so much to do they are a little reluctant to take on addi- 
tional work. That may be another aspect to look at. 

Mr. Httckaby. Could I ask you to contact the various State forestry- 
ot^nizations in the Southeastern United States and report to the- 
committee the degree of interest that they have, because we have to- 
do so, as you realize, assuming this legislation becomes law, at some- 
point in time pick and choose. 
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Dr, Jones. I would be happy to. 

[The ab^Ye referred to material follows:] 



U.S. DBPABTMEIfT <W AOWOUI.TDBK, 

FoRBST Skxvio^ 
AtUmta, Qa., JiOv 27. 1B79. 
Hon. Thomas J. Huckaby, 
Souse of Repregentativeg, 
WasMngton, D.O. 

Dbab Conorebbuan Huckabt : Dating the field hearlnsa on H.R. 4718 — "T« 
authorize and direct the Secretary of Agriculture to conduct a pilot program of 
loans providing for periodic disborsements to owners of non industrial private 
forest lands", I agreed to contact tlie soutbem stat^ and let 70U know tbeir 
Interest in participating in tJie pilot prc^ram should the bill become law. 

I have contacted all 13 southern state forestr; agencies to get an expression 
■of their Interest in participating, 

Tbelr reeponae was : 
State: 

Alabama Tea. 

Arliansas Tea. 



Kentucky Xes. 

Louisiana Tea. 

Mississippi Yes. 

North Carolina Not sure yet 

Oklahoma Yes. 

South Carolina Probably yes. 

Tennessee Yes. 

Texas No Interest 

Virginia Yes. 



Mr. Anthony. Dr. Jones, an earlier witness, a landowner, Dr. Ozier, 
testified that he thought a sta,ndard management plan should be con- 
sidered. Do you thiii that would be a feasible aJtematiTe? Do you 
think such a standard management plan would be workable! 

Dr. Jones, Yes; I think so. We — tiie Department — have a require- 
ment that a forest management plan be prepared before doing any 
work to qualify for FIP payments. And I thmk that to qualify for a 
loan, something similar must be required. That may be more of a 
reason why the two programs could be tc^ther with ASCS. TTift 
management plans would' be rather similar for both FIP and the 
loan program as proposed. 

Mr. Anthony. Thank you. 

Mr. Huckaby. Dr. Jones, I would like to ask you one further ques- 
tion. Dr. Ozier also testified earlier that he thought that forestry fi- 
nancing requires an expertise in forestry that could not be found, per- 
haps, within the Federal Government, Do you think that here in the 
South, the Southeast, we have a sufficient number of adequately trained 
private forestry consultants! 

Dr. Jones. We have found that this varies State l^ State. There is 
a shortage of consultant foresters in some States, and we have worked 
with the States and other agencies to try to get some people in the 
business. 

May I use the forestry incentive program as an example! Scnne 
States have worked with consultant foresters and are paying consults 
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&nt foreeters to do a management plan for FIP under the snperrisitHi 
of the State foresti? agency. That varies, of course, 'by States. There 
is no limitation on how to get the forestry management plan done as 
long as it meets the established criteria. 

Mr. HucKABT. Is that the way you envision this program work- 
ing, under the supervision of the State forestry agency ? 

Dr. Jones, I would envision that. The technical part of the program 
would be the responsibility of the Forest Service, and we in turn 
would cooperate with the htate forestry agencies, who would do the 
on-the-ground assistance. 

Regarding the loan aspects, the administration would have to be 
worked out with FmHA and ASCS. But from the technical forestry 
standpoint, we foresee that as being done by the State forestry 
agencies. 

Mr. HuoKABT. Thank you, sir. Thank you for coming up and being 
with us today. 

Dr. Jones. Thank you. 

Mr. HiJCKABT. The next witness is Mr, Don McFatter, State for- 
ester, Louisiana Forestry Commission, Baton Bouge. 

STATF.lffr.HT or DOIT McFATTEB, STATE FOEISTER OF LOUISIAITA, 
BEFRESEKTIHa HATIOHAX ASSOCUTION OP STATE FOBESTEBS 

Mr. McFatter. Thank you, Mr. Chairman and members of tie sub- 
committee. I am Don McFatter, State forester of Louisiana. It is my 
privilege to appear before this hearing today to represent the Na- 
tional Association of State Foresters as its vice president 

As has been pointed out several times today, all of the experts tell 
us if we continue on our present course, the forests of America will 
not meet forest products needs of our citizens shortly after the turn 
of the century. All categories of public and private forest landowner- 
ships must make their contribution toward meeting these needs. One 
major category and the key to meeting future timber productivity 
goals is the 283 million acres of forest land currently owned by the 
private nonindustrial landowner, Our Nation has the biologic capacity 
to produce sufficient forest products not only to meet domestic needs, 
but also enough above domestic needs, to help improve our balance 
of trade through exports. We are presently a net importer of forest 
products. The implications of attaming these goals through respon- 
sible forest resource management are very significant. 

We must change the forest management philosophy and parctice of 
the private, nonindustrial landowner to achieve national needs in 
forest productivity. 

One reason — and this has been pointed out before — one reason the 
landoviTiers will not make the necessary investment to achieve full 
productivity of their forest land is the long-term nature of the invest- 
ment. Not many landowners are willing and able to make an invest- 
ment in their forest land upon which they cannot eolloot for 15 to 20 
years, particularly since this investment is anbieet to the ravages of 
wildfire, insect and disease, and other natural-caused and/or man- 
caused problems. 
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Thfl keyword, in my opinion, in enconraging the private, nonin- 
dustrial landowner to reforest his land and to properly manage such 
land is incentive. Of course, incentives can take many forms. 

The National Association of State Foresters commends Congress- 
man Huckaby for his intensive work with the forest and financial 
communities to develop an effective financial incentive to help private, 
nonindustrial landowners to improve the management of their forest 
lands for timber production. The provisions of this bill which allow 
the private, nonindustrial landowner to borrow money periodically 
against future income from timber sales will remove the undesirable- 
long period between investment and receipt of income. If the land- 
owner has the opportunity to borrow on a yearly basis, this retunr 
from his timber investment should help encourage him to reforest 
cutover land and otherwise improve his forest land. The mandatorr 
management associated with this borrowing should also motivate land- 
owners to practice better forest management, thereby producing more 
timber and associated resource benefits. 

This statement has been brief, but when you are for something, there 
is no need to beat around the bush. Therefore, the National Associa- 
tion of State Foresters supports the pilot program as envisioned ia 
H.R. 4718, the Forestry Tjoan Act of 1979, and urges its enactment into- 
law. The National Association of State Foresters does not feel that this 
loan program is the final answer to the problem that we have with the 
small nonindustrial landowners' forest lands. But it is a big step in 
helping to remove, along with other things, the many big disincentives 
that we have had through the years associated with growing timber 
on this type of ownership. 

Now, that concludes my statement, Mr. Chairman, but with your 
permission, I would like to take just a moment to rebut or perhaps 
disagree with Mr, May and one or two of his comments which pertain 
to this particular program. 

I do this on behalf of 49 other State foresters throughout the Nation. 
Mr. May was right in the statement that the State agency foresters are- 
very busy. That is the way it should be. He was right in the fact that 
we don't have a lot of foresters and their time has to be well occupied 
and well planned. For State and Government agencies, that is the way 
it should be. 

He was wrong, however, in my opinion, in that our people lack the- 
expertise to carry out forest management plans such as envisioned in 
this loan program. The 64 foresters working underneath me also like- 
to eat and they know they are going to be reprimanded if they don't 
get out there and do the job. Most of them don't need that kind of push- 
ing, they are very conscientious and do the I'ob, Some of them need" 
that kind of pusliing and we are there to do it. I have foresters with 
over 20 years' experience. I believe you are acquainted with one of them- 
who is sitting in this room, and I will put him' up against anv manage- 
ment forester in the State of Louisiana or throughout the South. 

We do have a lot of young people in these pbs, but don't sell them 
short. I had a decision to make about 4 months ago, when I had to- 
transfer two of mv best foresters into the State office, who were only 
25 and 26 years old. I brought them in there because of retirements ana 
because they were the best men for the job, 25 and 26 years old. So- 
don't sell them short. 
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In many parts of Louisiana, and I am sure it is true throughout the 
South, tliere is a scarcity of consultants. So the State agency and in- 
dustry located in the area are the only ones to carry out the job. 

The State agencies — I know that I do — usually have the capability 
of transferring people from one area of the State to another on a, tem-r 
porary basis to take care of any buildup in activity, "We are already, 
nandhne FIP, we are doing a good job with the technical aspects of 
the FIP program. There is no reason in the world we can not handle 
the loan program. At least it should be coordinated through the State 
forester. 

Now let me make this comment : I can't speak for every State in the 
Union, or even in the South, but I think Louisiana is fairly typical of 
most of them. We have made close to 400 referrals to consultants this 
past year. I am sure the same thing would take place with this loan 
program. We are certainly not going to let the loan program fall 
through for lack of referring it to someone who has the time and is 
capable of doing the job. 

But I would like to go on record as saying I feel like this program, 
if it is enacted, should be coordinated through the State forestry 
agencies in the individual States, with the help of industry, consult- 
ants, or any other professional forester that can get it there and pitch. 
We all need to do our job. 

Thank you, sir. 

Mr. HucKABT. Thank you. Mr. McFatter. I would like to pin you 
down a little more specifically as to how you envision the program 
working. After the individual owner expresses interest in participat- 
ing in tne plan, and then it is time for him — let's say it is someone who 
lives here in Monroe, and is 50 or 55 years old, who has no expertise 
in forestry whatsoever, but she has 80 acres, the old home place, and 
would like to participate in this program. Should she be referred to the 
State forester, or should she be re;^rred to the private consultant to 
develop a plan ? 

Mr. McFatter. I think it should be referred to tne State forester. 
I don't know but what, in my home State, and I think maybe we might 
be able to speak for several of the States who have such policies, but 
we have a policv in this State where we refer certain sized tracts, 
certain incomes from that tract, we refer them to the consultants. We 
do that by policy. I don't know why we couldn't do the same thine 
with a _projgram like this. In other words, if the acreage involved is of 
a certain size, maybe turn it over to a consultant to do, a^ him to take 
care of it. 

Mr. HucKABT. What you are saying is if it is a small acreage, you 
would develop a plan for her? If it were a large acreage, you would 
refer it to a consultant ? 

Mr. McFatter. I think that would have to be the way it works. 
Many small acreages in this State, and this will involve many small 
acreages, many of the consultants will not want to do it, I have to be 
very frank, and in many areas we will not have a consultant to take 
care of it, it will not be big enough for him to come over a number 
of miles to get the job done. 

Mr. HncKABT. Assuming Louisiana is one of the States selected as 
JL pilot, how many parishes would you recommend that we include! 

Mr. McFatter. Forty. 
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i£r. Hit(^ABT. How many addltitmal employees do yon think, if 
any, you would have to haye to administer the prwnun ! 

Mr. McFatter. Well, I will tell yon, Mr. May is right in thaL 
that is one of the negative aspects. Many States an imder personnel 
ceilings. If we can show a ^od volume of use of this act, I think we 
can convince the people in Baton Bouge — I am speaking onl^ in my 
own case — to give us extra petitions to take care of it. We mil have 
to juati^ it, and I think that is the way it should be. 

Mr. HucKABT. I would certainly hope so. It appears that we a» 
going to have to feel our way as to the volume of participation and 
Eire staff according to whatever the needs are. 

Thank you. Congressman Anthony. 

Mr. Anthont. Mr. McFatter, I had some questions written down,^ 
and Mr. Huckaby has just touched on them. My basic question was do 
Tou have the personnel to set up the forest management jilans! I tttke 
it that answer would be no, that if Louisiana were participating in tbe 
program and 40 parishes were involved, you are saying tmit would put 
a strain on your present personnel? You don't thuik you would have 
the needed number of personnel in your existing agency to set up t^e 
forest management plans ? 

Mr. McFatter. So, sir, I am not going to say we wouldn't be able 
to do it. It would put a bigger strain on us. And let me repeat some- 
thinel said a moment ago. Let me use De Soto parish as an ezam^e. 
TheTFIP requests pUed up on us in that parish about a year ago. The 
one man we had in that parish could not take care of it, so we flooded 
that parish with four or five good people, with expertise, and we took 
care of the FIP requests in about 2 weeks. 

That is the way we like to do things. We cant put people, more than 
one man in a county and not have them fully occupied. But when we 
get behind in a county, we will put people in there temporarily to get 
the overload taken care of. 

Mr. Anthony. I am glad to hear you say that. I would like to get 
you up in the State of Arkansas to run our Farmers Home Adminis- 
tration pr(^;ram. It took us about 5 months before we could convince 
him tha that is what we needed to do in these disaster farm loans. But 
I think we finally got his attention. 

Under your existing personnel, if you got yourself involved in a 
pilot project, do you think you would run mto the possibility of put- 
ting a strain on your workload to the degree that your FIP programs 
sufer or that the pilot project would suffer so that neither wonld be 
really done in a first-class manner ? 

Mr, McFatter. I don't think so, I can see a lot of this, not the total, 
the people involved in this loan program, but a great number of them 
will most likely be involved in the FIP program also, initially. 

Mr. Anthony. What problems would oe created in having annual 
inspections, as was suggested by a previous witness ? 

Mr. McFatter. Well, it gets back to that old "foresters like to eat" 
business. Annual inspections of any kind always create a problem. 

Mr. Anthony, Do you think annual inspections would be good in 
this case ? Do you agree or disagree with that ? 

Mr. McFatter. No, sir, I don't think annual inspections are 



Mr. Anthont. How often would you recommend ! 
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Ur. McFaiteb. Initiallj you mieht make annual inspections for 
the first 1 or 2 years, to make sure tlie initial practices are being car- 
ried out and completed. 

Mr. Anthomt. Hien how often f 

Mr. McFatteb. After that I would say probably every 5 years. Be- 
cause, after all, we are talking about timber being a long-term invest- 
ment, and I just dont believe that you need to ma£e an annual 
inspection. 

£[r. Anthont. Just two more quick questions. Would you recom- 
mend any limits on the number of participants in this pilot program ! 
And would you place any limits on the amount of money oeing ex- 
pended in the pilot projects i 

S&. McFirriffi. WeU, you are getting into something that I know 
very little about. As far as the breakdowns, I would advise picking 
out, as Dr. Jones pointed out, three to five States in the South, and 
whatever you need in the rest of the Nation. I would sdvise picking 
out three to five States, and let the entire State, that part that is con- 
sidered forest lani^let tie entire State participate. 

Mr. ANTHoirr. The reason I asked about the number of participants, 
there has been a lot of testimony about how many thousands of small 
landowners we have. Obviously, if every single one of them came for- 
ward and said, *'we want to participate," I don't think we could hire 
enough people to take care of all of them in tiie pilot project. So I just 
asked if you tiiink some reasonable limits could be imposed. 

Mr. McFArrER. I made the comment earlier the National Associa- 
tion of State Foresters does not feel this is the ultimate answer. It is 
part of the answer. There are many things we need to do, like some 
of the other gentlemen talked about, Kalph Law. We do not feel, at 
Itast in the beginning, that there is going to be a real great volume 
of use. There is going to be a lot of use, but not something that is just 
going to flood you. 

Mr. Anthont. Yon think we will have a selling Job? 

Mr. McFatter. You have a program that will sell, but I think it is 
going to have to be proved out by some initial people taking advan- 
tage of it before some of the others will get into it. So, I don't believe 
initially you are going to have a flood. 

Mr. Anthokt. Thank you veiy much for your indulgence on those 
questions. 

Mr. HucKABT. Thank you very much, Mr, McFatter. 

Our next witness is a close personal friend of mine, who was just 
referred to in previous testimony^ from Ringgold, La., Mr. Bill Conly, 
chairman of the Forestry Advisory Committee, for the Louisiana 
Farm Bureau Federation. With him is Mr. Jim Monroe, commodity 
director. 

STATEHEKT OF W. M. CONIT, CHAIEMAN, FOEESTEY ADVISOKY 
COHMITTEE, LOUISIANA FABM BUBEATT, ACCOMFAinED SY JIM 
MONROE, COMMODITY DIEECTOE 

Mr. CoNXT, Thank you, Jerry, Congressman Anthony. ]Vfy name is 
Bill Conly. I live in Kinggold. La. I speak as chairman of the For- 
estry Advisory Committee of the Louisiana Farm Bureau, I am mak- 
ing these comments on behalf of the Louisiana Farm Bureau. 
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We have about 2;^00 small forest landowners within our oi^ganiza- 
tion. I also work as a forester for the Office of Forestry, and I am a 
small forester mvself . 

I, too, would like to congratulate Con^ssinan Huckaby for 
HJt. 4718. This bill should eliminate one of the largest problems now 
existing with timber production on small land holdmgs. That problem 
is the long period of time between establishment of a stand of timber 
and the realization of any income from it. 

This country is rapidly moving toward a shortaee of sawtimber- 
plywood size timber. There are a number of reasons for this. Tlie first 
IS the large amount of forest land being cleared for agriculture, coti- 
mei'cial, and residential use. 

Another contributing factor involves the considerable acreage owned 
by paper companies. Since the end product of Uieir forest land is 
pulpwood, most of them are on a pulpwood rotation, which means 
that their stands will be clear-cut at about 25 years of age and re- 
planted. None of this acreage will ever grow sawtimber again. 

The largest problem facing small landowners, as mentioned earlier, 
is the length of time before any revenue is produced. The landowner 
plants trees and then has about a 15-year waiting period before any 
income is derived. The first several thinnings from 15 to 25 years of 
age will be pulpwood sales and even with today's better pulpwood 

g rices, it still does not generate a large return for the landowner. 
'nly after 25 years does it reach sawtimber size and start generating 
substantial revenue. At this point the timber can only be thinned about 
once every 5 to 7 years, so the time between paydays is still substantial 
Many small landowners have economic factors tliat force them to 
make sales before tliey should be made, or in a manner that is detri- 
mental to good forestry. These factoi-s take many forms: Notes due, 
children going to college, taxes, and a myriad of other reasons. In 
the late 1950's thousands of acres of trees were planted in Louisiana 
under the soil bank program. Because of these various economic fac- 
tors, a lot of these stands were clear-cut as soon as they reached 
pulpwood size. These trees would be nearing sawtimber size today 
with its much greater economic value. 

In Louisiana, small landowners, those owning less tlian 5,000 acres 
of land, account for 58 percent of the forest ownership.. Most of these 
are farmers, part time or full time, or ex-farmers who have held onto 
their property and reforested it. Farmers are accustomed to annual 
revenue from their crops, and it is hard for them to manage with only 
revenue after 15 years, and only an occasional return of their invest- 
ment after that. 

The initial cost of establishing a stand of trees usually runs about 
$45 per acre for planting and from $45 to $100 per acre for site 
preparation if it is needed. This preparation ranges from deaden- 
ing hardwood to dozerwork. At present, part of this cost is offset by 
cost sharing from the Federal forests incentive program, but there is 
no way to know how long this program will last, or how well it may 
be funded in the future. This may not seem to be a large investment 
when you compare it to soybeans or cotton, which requires that kind 
of investment every year. But you must also consider that these crops 
return an income every year. When you discount the value of this 
money over many years, it becomes an entirely different figure. 
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If my assessment of this bill is correct, it will provide income either 
aTmually or by any other way specified to the landowner. This would 
be in the form of a loan which would be repaid when thinnings are 
made and the landowner receives income. This should increase the 
amount of forest land going into proper management and provide for 
more timber to reach the sawtimber size, which will he so badly needed 
by this country in a few years. 

Thank you for the opportunity to testify before you today, and I 
will be happy to try and answer any questions you might have. 

Mr. HucKABY. Thank you, Mr. Conly. We certainly appreciate your 
testimony. 

I would like to ask you a couple of questions, if I might. One of the 
things that we are specifying in the bill is that the annual loan will be 
based in degree on the productivity of the land. As we all know, some 
lands can produce much more pulpwood in 15 years, or many more 
board feet of sawlogs than others can. 

Do you have today available on a parish basis or individual farm 
basis, estimates of the timber-producing capability of that land ? 

Mr. CoNLY. Most of the area — I may be wrong about this — in 
Louisiana, the soil has been tightened up by soil classification with 
the Soil Conservation Service. I know this was used in the determina- 
tion of the use value taxation a few years ago, I would think the same 
thing would be used with this. 

Mj. Hdckabt. Can you estimate how long it would take you — I 
realize this would vary, but just a ball-park figure — to give us some 
idea of the amount of work we are talking about to prepare a plan for, 
say, a lOO-scre site ! 

Mr. CoxLY. Well, the field work on 100 acres would require maybe 
1 daj, and office work one-half day, possibly. I would say 2 days 
maximum. 

Mr. HucKABY. So we are not talking about a significant additional 
amount of time, unless you have a very large volume of people par- 
ticipating? 
Mr. CoNLY. That's right. 

Mr. HucKABY. Thank you. Congressman Anthony- 
Mr. Anthony. No questions. 
Mr. HucKABY. Thank you for being with us. 

Our nest witness is Mr. Nimrod Andrews from Alexandria, La., who 
is the State director of the Farmers Home Administration. Beryl, I 
am plef^ed to inform you that when we have problems in disaster 
areas, we are rapidly able to shift employees from one region to 
another to help overcome backlogs. 

Nimrod, we certainly appreciate your coming and being with us 
today. 

STATEHEHT OF NIUBOS AITSEEWS, STATE DIBECTOE, 7ABMESS 
HOUE ADimnSTBATIOH, V.S. DEPABTHENT OF AOBICTILT0BE, 
AIEXANDEIA, LA. 

Mr. Andbews. Thank you, Mr. Huckaby, On behalf of the U-S. 
Department of AgncultuVe, Farmers Home Administration of Louis- 
iana, I welcome uiis opportunity to comment on. H.R. 4718, the For- 
estry Loan Act of 19Y9. 
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An adequate supply of timber to be used as building products is 
absolutely essential to this Nation. 

I depart here. Mr. Anthony made a statement about the commitment 
to provide housing and we should strive to do this; I think it is an 
admirable cause as well. The demand for housing alone is expanding 
at an accelerated rate, and unprecedented demands are being made on 
the production of forest products. 

It is also clearly recognized that capital investment is necessary on 
forest lands if maximum production is to be attained. This investment 
is for long periods of time without regular periodic returns. This 
causes a severe financial burden on forest landowners. 

The Fanners Home Administration has the expertise and capa- 
bility to deliver loans to eligible landowners, and I recommend passnge 
of this bill to authorize such loans. The Farmers Home Adminiatra- 
tion already has the mechanism for insured and guaranteed loans, and 
could fully implement this authority. Our network of county ofBces 
assure local delivery of loans and proper servicing of these loans. The 
agency is already m place, so no new arm of Government would bft 
needed. 

Loans made to landowners for forestry purposes could be made from 
two sources of funds. The private lending sector could provide th* 
funds and receive a loan guarantee from the Farmers Home Adminis- 
tration. This guarantee would be an incentive for private lenders to 
make and service the loans. It would also allow them to extend longer 
terms and to make use of the secondary money market. This is par- 
ticularly desirable since the return on forestland investments is slow 
due to the growth period re<^uired. Guaranteed loans allow the smaller 
lending institutions to participate in long-term loans since they can 
sell the guaranteed portion of the loan to other investors and return the 
funds to their reserve. Also, there are no Government funds used. 

Insured loans could also be made to those eligible landowners who 
are unable to obtain the needed funds from private or cooperative 
lending sources. These loans would involve Government funds and 
would be made, and serviced, by Farmers Home Administration per- 
sonnel. Other agencies, such as Soil Conservation Service and State 
forestry commissions, could assist in servicing the loans as well as 
professional foresters. 

An investment in forest lands is an investment in the future. Mone- 
tary assistance to smaller forest landowners is essential if we are to 
meet the growing needs of our Nation. 

I thank you for this hearing and will be glad to answer any ques- 
tions you may wish to direct to me, 

Mr. HucKABT, Thank you very much for your testimony. Initially 
we had been looking at the possibility of Farmers Home Administm- 
tion serving as the frontline contact, more or less, but reluctance was 
expressed at the Washington level, ibroause of too large a workload 
already today on Farmers Home Administrfttion, and hence we btb 
now thinking of looking to the ASCS office as the frontline contaot 
with the individual farmer. Do you think this will be satisfactory! 

Mr. Amdrbwb. Tes, I do, Mr. Hncka^. However, I would »▼ ^.^l*, 
I think that Farmers HtHne Administration has demonstrated, mr- 
ticularly in Louisiana, that we will accept t^ teqiaasdiUity uthe 
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Congress dictates it. But certainly to work with a sister agency like 
ASCS, thej are mighty fine people- 
Mr. HxrcKABT. Assuming that an individual went to ASCS and then 
went to the private forestry consultant and came up with a satisfactory 
plan, and it was time to look at the financing side of the story, now 
we go to Fanners Home Administration. Who mak^ the decision and 
how is it made as to whether or not it should be a guaranteed loan or 
an insured loan ( 

Mr. Andrews. That decision can be made right in our local office. 
I think it could be constructed that way. If the applicant for the loan 
is able to obtain funds for a guarauteea loan, that should be the direc- 
tion he should go. Of course, if they could not, if the lenders in the 
area were not willing to do this or could not do this for some reason 
or other, evidence should be submitted to this effect, and then we 
would go ahead with the insured type loan. 

Mr. HucKABT. But your preference would be that we go the guaran- 
teed route, that is, through the private lenders, in most instances the 
local banlong institutions, who would then conceivably package these 
loans and sellthem in the secondary market i 

Mr. AJkdsews. Yes, sir, absolutely. I think we should turn all of our 
programs, personally, toward the guarantee route. It pute the private 
mmej into operation and does n^ tate tax dollars. It also Mips us 
with our workload. They package it, they service it, and we mer^ 
monitor it to see if it is properly done. 

Mr. HucKABT. Thank you, Mr, Andrews. Mr. Anthony. 

Mr. AnTHONT. Mr. Andrews, I would like to a{>plaud you, you have 
the full faith and confidence of your Congtesaman here, and.the fact 
that you have been servicing fanners on their loans, especially in t^eir 
disaster loans, so you are to be commended. I wish I could commend, 
the State Director back in the State of Arkansas. 

M>. A-NDREws. Thank you. 

Mr. Anthont. The first 90 days I was in office, being a freshman 
Congressman, I got more calls and complaints and letters about that 
one problem than about anything else. I made it very clear tiiat I 
wasn't elected to spend time in office and do nothing but listen to that. 
Thirty days later we had that problem solved. Thirty days later the 
farmers were writiiy; letters of congratulations that we were finally 
doing something. You are to be commended for being farsighted 
enough to be on top of the problem. Again, I dont think it is the proper 
place for a Congressman to have to mvolve himself in those types of 
administrative running of State offices. They should be well run to 
begin -with. 

But based mi that experience, I do have some reluctance and hesi- 
tancy to even go outand ask for Arkansas to be made a part of the 
pilot program, knowing that they do not have adequate perBonnel ia 
the State of Arkansas to do some of their other servicing of programs. 

I take it you dont feel this would be a problem m the State of, 
Louisiana f 

Mr. Ajidrbws. I do not, personally, in Louisiana. I have the utmost- 
confidence in the people that we have employed hare. We do read; t» 
these things, and I think particularly from tibe guarantee standpoint, 
where we .would be merely mfiking judgm«it decJeiec* «n tim 
pan' 
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. Mr. Anthont. Who would actually make the decision as to the 
amount of the loan ? 

Mr. AmiREws. I would assume the lender would. Of course, I believe 
in the bill itself it says it will be limited to 80 percent of the prospective 
yield, tied to that. 

Mr. Anthony. Not to exceed that. 
. Mr. Andrews. The county supervisor could review that and compare 
it to the loan amount. 

Mr. Anthony. Thank you very much. 

Mr. HncKABT. Thank you very much for being witti us. I would lito 
to change our schedule at this time. We have several gentlemen with 
us from the Federal land bank, who are a little pressed for time. 
I would like to ask them to come forward at this time, Mr. Lawrence A. 
Bingham, president of the Federal Land Bank Association, Monroe, 
La., Mr. George R. Cotner, long-ferm lease vice president, Federal 
Land Bank of New Orleans, and Warner L. Bruner, Jr., senior vice 
president of the Federal Land Bank of New Orleans. 

STATEMENT Or LAWBENCE A. BINQHAU, PRESIDENT, FEDEBAL 
LANT BANE ASSOCIATION, MONBOE, LA.; WABNEB L. BBUNEB, 

' JB., SENIOB VICE PBESIDENT, EEDEBAL LAND BANS OF NEW 
OBLEANS; AND aEOBQE B. COTNEB, LON(^TEB]iI LEASE VICE 
PBESIDENT, FEDEBAL LAND BANE OF NEW OKLEANS 

Mr. Brdneb. Congressman Huckaby, I am Warner L. Bruner, 
senior vice president of the Federal Land Bank of New Orleans. On 
my left is George Cotner, vice president, and on my right is Lawrence 
A, Bingham, chief executive officer of tiie Federal Land Bank Asso- 
ciation nere in Monroe, La., that serves farm loans in this territory. 

We are here, Congressman, to learn more about your bill, to find 
out how we can fit what you want to do into our lending programs, 
alid to tell you a little bit about the Federal land bank. 

So, if I might, I would like to start off telling you just a little bit 
about the Fei&ral land bank, what we do, and then open the thing up 
for questions and I do have these two gentlemen with me, who will 
participate in the questions and they can answer a little more specifi- 
cally than I probably could. 

First of all, the Federal land bank is a cooperative lending institu- 
tion which is owned by the farmer borrowers. There are 12 Federal 
land banks in the United States, one located in New Orleans, La., that 
is chartered to supervise the maldng and servicing of loans in the 
States of Louisiana, Mississippi, and Alabama. 

On June 30, we had over 31,000 loans, and almost $1.5 billion in 
loan volume outstanding. Of this amount, we estimated we had almost 
600 timber loans for some $54 million principal outstanding. 

For statistical purposes, we define a timber loan as over 50 percent 
of the income from that collateral coming from timber. We literally 
have thousands. of loans where a much smaller percentage of the 
income comes from timber. A unit of 600 acres, say, with 80 or 100 
acres of timber, the balance in pasture. 

We have been. authorized. to make timber loans for a number of 
years, and in our judgment, timber loans have been a very successful 
loan for us. We are pleased with the loans that we have on our books, 
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and we have had no trouble in servicing these loans. We make a judff- 
ment on what we can do with the loan at the iront end going in. We 
make a judgment as to the value of the collateral and the income stream 
that can be developed from that collatend based upon the timber that 
is on the property. This is what we predicate our loans on. 

We have read your bill over once, and we view it much as one that 
an earlier gentleman testified as a reverse mortgage type proposition, 
similar to what is being tried in home loans. 

This is certainly an innovation for the farm mortgage loan business, 
and I do think it can be worked, but it is a little far from what we 
have done thus far in the farm mortgage business. About the closest 
we do come to the type of loan that you are proposing is to set up a 
loan designed on the management practice that the timber owners 
desire to implement, such as the cutting cycle every fifth year, a strong 
cutting cycle every fifth year. We set those loans up, as an example, on 
a partially amortized basis, where he would pay us interest only for 4 
years and interest and principal on the 5th year, the 10th year, and so 
forth, on say a 35-year loan. 

In reading your bill. I would like to call to your attention one pro- 
vision which may be a detriment in implementing or in bringing the 
Federal land banks into your program. 

The Federal land banks currently are on a variable interest rate 
plan, which gives the banks the authority to move the rate up or down 
at the cost of money to the bank. We could go around this by having 
an understanding with the Secretary of Agriculture that if the land 
banks did go into the program, that they would in fact have the au- 
thority to move the rate up or down. I think there is a place in our 
lending programs for such a program as you have proposed here, but I 
believe it would take some education and some thinking on our part 
to be able to fully implement it as you are proposing, because we do 
want to make — we are in the long-term lending business, this is our 
only business, we are under law designated to be a long-term farm 
lender. We can make a loan from 5 to 40 years, we are required to 
have a first mortgage on real estate securing our loans. 

As I said earlier, we are pleased with the timber loans on our books. 
Now I would like to ask Mr. Cotner if he would like to make a state- 
ment at this time. 

Mr. CoTNER. I would only like to say that the philosophy of lending 
varies with the different lending institutions. And it will take some 
work on our part, if we get into this, from this standpoint. If we 
decide to go into it heavily, we will have to make a distinction between 
collateral lending. What I mean by that is anybody in this room can 
make a loan to anybody based on collateral. What we will have to 
alter are some of our requirements, since we do base primarily all of 
our loans on income. In other words, debt-carrying capacity. 

In that light, there would have to be some changes made in order to 
accommodate some of the people, probably, that we are talking about 
who would use this type of loan. 

Mr. Anthont. Sir. Cotner, I am not sure I followed that. Would 
you mind running that by me again? 

Mr. CoTHER. In other words, if we were in the business to make a 
loan, we could make a loan to anybody, regardless of their income, their 
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financial position or anything of that nature, and just ba£e the loan on 
80 percent of the vaiue of the land. We are not going to lose any money. 

Now if we base the loan on income, then it could be that a 100-acre 
tract of land may not service a $30,000 loan. So there has got to be 
some shift in order to accommodate those kind of people, where their 
only income would be from the timber on their land. 

Mr. Anthony. Thank you, 

Mr. Bruneh, Congressman, Huckaby, I wanted to bring up one other 
point that I think bears on the bill that you ought to consider. 

The purpose of your bill is to improve or provide people with cash, 
one, and, two, to improve the timber property through management 
techniques, which, as the previous gentleman testified, some funds will 
be spent in clearing, preparing the site, planting, and so forth, what- 
ever those funds might oe. So at that point it would appear to me 
that some language ought to be in your bill to provide funds for that 
purpose. 

The lon^-term lender, or short, whatever the individual wants, 
whether it is long- or short-term lending, should provide some funds 
to take care of tlmt site improvement, if that is going to be the case. 

Mr. Bingham said he does not care to make any statement, but he 
would be glad to answer any questions that you gentlemen might have 
on the making and servicing of loans from a local association 
standpoint. 

Mr. Htr<^ABT. Thank you very much for your provocative com- 
onents. I have several questions to ask. 

The 600 or so timber loans you have outstanding today, are most of 
those basically this front-end money you were talking about, for going 
in and establishing timber stands and then using the land or part o2 
the land as collateral ! 

Mr. Bruner. Congressman, this could be for a number of purposes. 
These loans could have been made to purchase land, they could have 
been made to pay taxes, they could have been made to retire short- 
term debts. Some of these loans are made to build facilities, or buy 
«tock in facilities. 

Mr, HncKABY. But let's take a person who has an established stand 
■of timber, say 20 years old. Do you have any periodic loans going to 
Tiim based on that ec|uity, since he now has substantial equity! 

Mr. ERnNER. No, sir. The closest thing we would have to it, we make 
■what is called an open-end mortgage loan now, where we would value 
■ft property — let me use a hypothetical case. We would look at a prop- 
■erty today, and say the property is worth $100,000, the man wants 
■$50,000 for some purpose, whatever it might be. He may, in the next 
E years — we make a nonobligatory open mortgage. He can come to us 
any time within the next 5 years and pull down say $75,000. We would 
agree with him that we would extend a line of credit up to $75,000. 
It can never get above that. It is not obligatory on his part or on our 
part. We look at the collateral, and his financial position. 

Mr. HtJCKABT. What secondary market do you sell most of your 
paper in! 

Mr. Brttner. We do not sell any of our paper. We hold our own 
paper. We buy bonds on the open market. We have our own fiscal 
agents in New York that sell our own paper. And the mortgages we 
hold is collateral for those bonds. The Federal land bank system in 
the United States enjoys a tremendous reputation on the bond market. 
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Historic^ly we are able to borrow money at between 20 and 30 basis 
points, roughly one-fourth of 1 percent above the Government in the 
same term. My information tells me that the Govermnent is the only 
bigger borrower thaa the Farm' Credit System in the United States. 
Mr. HucKABT. If you got into thia program, couldn't it possibly 
work where you loan an individual, let's say $40 an acre on 100 acres — 
HiOOO for the first year? Now you would be entirely different. The 
way the banking community would handle this is they would then 
turn around and sell that paper as a 1-year note and pay it off. Tbe 
second year loan that individual gets $40 plus the interest for the 
other one, $44, plus that first $40 again, so he would borrow, if the in- 
terest is 10 percent, he would get $l4, a new 1-year loan, and continue 
revolving. 

You would not work that way, would you ? 

Mr. Bbuner. No, sir; I don't know now it would work, I haven't 
given it that much thought. But it could be worked something like 
our open-end mortgages, where we would hold funds in trust and 
dish them out each year and get new notes signed. We could add a 
mortgage signed for the gross amount we wanted to go to. It could be 
worked. I haven't thought of all the ramifications of it yet. I dont 
know whether the powers that be that supervise ns would let us go 
this for or not. But I think it could be worked. 

Mr. HncEABT. Of course, it U our thought, and I believe the bill 
egresses this, to have a variable interest rate. 

Mr. Brttner. I have an old copy of the bill, and I understand it 
has been rewritten. 
Mr. HucKABT. The language is: 

Not in excess of tbe mrrent averafts market yield on ontBtandlnK marketable 
obligaUonB of tbe Vnlted States, with remalninK periods of matorfty comparable 
to tb« averagv matttritles of sueb loans, adjusted to tbe neatest % of 1 per- 
centnm. et cetera. 

In other words, we would envision maybe 1 year a person paid 11 
percent for this maybe $40,000 loan he was getting that year, and the 
next year it might be down to 10.25, as market conditions changed. 

Mr. Brtjner, We weren't on the variable rate until 1970. When we 
were in a similar situation to -what we are right now, money wag tight, 
high, you couldnt get hold of it, we were at 9 percent. We have gone 
allof the way down to 7 and we are back up to 9.25 right now. Our 
accounting department told me the other day they had a man who 
borrowed from us in January 1970 and still had a loan with us, and 
his average rate would have been 8 percent. 
Mr. Hucb:abt. Are you able to take a loan on timber only! 
Mr. Bruneb. As additional collateral, not as primary collateral. 
Mr. HuoKABT. If you were going to make a tmiber loan, could you 
make a loan on timber only! 
Mr. Brunhk. No, sir. We take a loan on the land and the timber. 
Mr. HucKABT. And yoii have to have a first ! 

Mr. Brititeb. Bight Generally the way the timber loans go is this 
■way, Cwigressman. We have two fulltime foresters on our payroll, 
plus we have any number of people who are trained, we have tried to 
train to cruise timber and come up with value. We value that collateral, 
the site value, what the bare land is worth, we value the timber that 
is there iiie day we look at it, say 3,000 board feet of sawtimber, two 
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cars of pulpwood, and ^b price it out, we come op with a J»«tor on 
how mA tW timber is growing, ^^^K'^}^^'^^^^>^''i^ ^' 
sider that increment as a growing crop just l^e the co^'^'/l'*™' P^ 
nuts, whatever. That increment goes to that borrower for him to ^ 
as he sees fit, to pay debts, whatever. We do not require that the loan 
be paid down any further than what we found when we appraised that 
property. If he cuts into what we found the day we appra^ *^ 
property, we demand or we require that the release for that timber be 
applied to the unmatured principal of that loan. . • .^ , 

Mr. HucKABT. One of the problems we have, m fact, our mitial 
hope was we could use possibly the Federal land bank as the source 
of funds for this program. Of course it is what you ]UBt mentioned, 
your requirements for only a first mortgage, and the unwillmgness of 
the Federal land banks to change this requirement. 

Mr. Bruner. It is in the law. , . , , v xv 

Mr. Httckabt. That's right. We have explored with them whet^ 
or not the Board will be wiUmg to change the law, and they mdi- 
cated no, they would not want to do that. Hence an mdividual land- 
owner who owns land with a mortgage that is not held by the 
Federal land bank would not be able to participate, as I understand it 
with the Federal land bank as a source? 

Mr. Bruxer. Right; we would have to liquidate his mortgage and 
have enough funds to handle this thing in addition to that. He would 
have to have enough funds. 

Mr. HuCKABT. Would you be willing to do that as an ongoing type 
practice, perhaps ? 

Mr. Bruner. It would be on an individual case basis, Congressman. 
I couldn't say as a policy everyone that would walk in. But I certainly 
think it could be worked. I think tMs program has a lot of merit I 
think it has a great deal of merit. In fact, I have been thinking about 
something similar to this on people that own farmland getting up in 
years that need some money, that have little or no debt against their 
property, but in their retirement years they would like to have some 
funds coming in. Really what you are talking about is a reverse 
mortgage. 

Mr. HucKABT. That is true. You bring up a point here that hasnt 
reallv been mentioned today, the social consequences to many, manv in- 
dividuals here in north Louisiana and throughout the Nation of the 
potential of improved standards of living in their later years of life. 

Mr. Brttner. Kight. There are a lot of things we can do, we have a 
lot of flexibility in handling loans, Congressman. We can give a pretty 
long deferment principal on the loan in the front end, it gives the 
property a chance to be developed. We have to do something about 
getting this interest paid back each year. This is, I think, where the 

frroblem is. I think you are going to need money to funnel into the 
andowners to develop these properties to meet the program that these 
foresters put up for them. 

Mr. HucKABT. I meant to comment on that. As we envision — ^you 
may be right, we may need to go further than we have now. Would a 

fair cost be $100 an acre today, to establish 

Mr. Bruner. I would defer that to some of the experts in the room. 
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Mr, HpcKABY. Is tliat right, Billt How much would it cost per 
acre to establish a plantation here in Louisiana? 

Mr. CoNLT. For planting, $35 to $45 if you had the site prepared. 
That would be in addition. 

Mr. HuCKABT. So perhaps $100 is an average. We would think on an 
average we would be looking at an annual payment of $30, perhaps 
even $40 or $50, on our typical forest land here, if a person were 
fortunate enough to be able to participate in the FIP program. I 
understand there is quite a line to get in. This would cover 50 percent 
of that cost, as you know. 

What we are saying is — the first 5 years or so of cash flow from this 
annual payment would be required to recover the initial investment. 
But at least it could be recovered then, whereas now it can not be 
recovered any way other than a direct loan. 

Mr. Britnbr. What you might do is either the direct loan basis, 
or you might make a provision in the law to let the lender get an 
assignment of that payment, to recover his initial cost. I wou5 like 
to point out, also, that for a number of years the Federal land bank 
has had a working relationship with Farmers Home Administration 
of participation in f armownersnip, which is one of the many programs 
that the Farmers Home Administration has. But we have done well 
with this program and we are now expanding that memorandum of 
understanding to work with them on guaranteed loans. So if this 
program is put into effect, and if it is worked with the Farmers Home 
Administration, it could be worked within the framework of the 
memorandum of understanding which we now have with them or 
which we are now developing. 

Mr. HucKABT. Bight. I would certainly like to do that. I would also 
like to ask if you might closer examine this legislation and submit to 
us in writing any changes that you might suggest to better enable the 
Federal land bank to actively participate as a source of funds for the 
program. Would it be possible for you to provide the committee with 
statistics based on the data that you have of t^e number of people 
eligible here, possibly their age, this type of information, to give ua 
a better profile of the potential users ? 

Mr. Bruner. I can give you a profile of our borrowers. We dont 
have statistics broken out 

Mr. HuCKABT, This is what I am referring to, your customers now. 

Mr. Bruner. We can give you a profile of all of our borrowers, by 
age. net income, and so on. 

Mr. Htjckaby. Of course we are not asking for individutJ names, 

Mr. Brdner. We understand that. We can give yon a profile. We 
have that information readily available. We wfll be glad to furnish it 
to you. 

[The above referred to material follows :] 
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Mr. Bbttner. I would like also to suggest to you that perhaps yon 
would like to get some people from the Farm Credit Administration in 
"Washington to come to your office and visit wiUi you about this. They 
are our supervisory agency, and th^ propose the regulations under 
which we have to operate. 

Mr. HucKABT. I see a couple of gentlemen smiling back there. We 
have had several meetings with them already over the last several 
months. 

Thank you so much. Congressman Anthony. 

Mr. Anthony. Thank you, Mr. Chairman. Mr. Bruner, what is the 
lenil authority for your loans! 

Mr. BRDiraR. We are authorized under the law to make farm loans 
and we view timberland as part of that. 

Mr. Anthont, You view timberland loans as 

Mr. Bruner. As farm loans, as a growing crop, and as a farm, 

Mr. Anthont. But the individual that applies for it has to meet the 
crit«ria that over 50 percent of his income comes from thatcollater^t 

Mr. Brdnee. No, sir. 

Mr. Anthony. I misunderstood you then. 

Mr. Brttner. For our statistical purposes, interna] statistical pur- 
poses, we classify a timber loan as a property, where timber produces 
over 50 percent of the income derived from that collateral. 

Mr. A-NTHONT. I guess I am hard-headed, not quite with it. 

Mr. Bruner. Let's assume a man has 1,000 acres of land and 700 
acres of it is in pasture and 300 acres in timber. ITiat would be a pasture 
unit to us. But we would give value to the 300 acres of timber when we 
value his property, and we would base the loan on the 1,000 acres and 
tiie income not only generated by the cattle or pasture, but also 1^ the 
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SOO acres of timber. If you turn those figures around, he had 700 a«res 
of timber, 300 acres of pasture, we would classify that as a timber 
loan. 

Mr. Anthony. I guess that is where I am getting some conflicting 
signals from your testimony. You show a great deal of enthusiasm for 
the program, and you exhibit a great deal of zeal for the fact that the 
Federal land bank would like to participate and get into this. At 
the beginning of your testimony you say out of 31,000 loans, you have 
600 timber loans; out of a total of $1.5 billion, you have $54 million. 
From a rough calculation, that it like 0.036 of your total dollar volume 
and 0.019 of your total number of loans i 

Mr. Brdner. Eight, 

Mr. Anthony. That doesn't show much enthusiasm in the past for 
timber loans. I don't know if it is because the people have not been 
coming to you, or there is a failure of support some place. 

Mr, Erunbr. Well, we have literally thousands of loans with soma 
timber on it. You view it in your mind that when you speak of timlber 
loans, it is 100 percent timber. That is not the case. The land that is 
owned is not owned totally in timber in this country. Part of these 
farms are used for other things, row crops, pasture, and timber. 

Mr. Anthony. I want to get to another issue, an issue that probably 
has been highlighted more as a result of an action that the Federal 
Eeserve Board took today on the wire service this morning. The;? have 
just raised their discount rate from Q% to 10 percent immediately, 
unanimously, one member abstaining. The State of Arkansas has a 
maximum of 10 percent. National banks can go 1 percent above that. 
I know you have some legislation pending and some that is called. 
Federal Land Bank Amendments of 1979. 

Mr. Bkuner. Yes, sir. 

Mr. Anthony. I notice the usury section is one you would like W 
get clarified. Do you feel that without passage of tiiat legislation, that 
you may be prohibited from going into a State like Arkansas, because 
of the legal complications^ 

Mr. BmjNER. Yes, sir, my understanding is the State of Arkansas — 
please don't quote me as an authority on this, because we get dif- 
ferent information from different attorneys — but my understanding 
is in the State of Arkansas that the usury law in that State does pre- 
vail, and the structure of the law prohibits a lender from getting above 
10 percent and the law as being presented to Congress m the Farm 
Credit Act amendments of 1979 is to clarify the issue, that the Federal 
law or Federal charter of the Farm Credit Administration will pre- 
vail as far as usury is concerned. 

Mr. Anthony. So, based on legal interpretations of Arkansas law — 
by the way, I agree with those legal scholars, I would be scared to 
death to go m there and make a loan — you feel Arkansas may be priced 
out of the market as long as we have the high interest rates! 

Mr. Brttnee. That is my understanding, yes, sir. 

Mr. Anthony. Tight money in the United States. 

Mr. Bruner. Eight, my understanding, yes. 

Mr. Anthony. It might encourage me to vote for your amendments. 

Mr. Bruneb. I hope you will, Congressman. We have some good 
things in it. 

Mr. Anthony. Thank you. 
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Mr. HucKABT. Mr. Bingham, based on your knowledge of north 
Louisiana, what feel do you have for the participation we would have 
in the program^ 

Mr. Bingham. In the area I work, we have quite a bit of timber, 
which is Claiborne, Bienville, that area. I feel we would have good 
participation, because we have a lot of small landowners that do need 
some type of assistance. Many of them are in the age bracket 40, 50, 
60 years old. This would help them to get the farm productive and es- 
tablished in timber. I feel you would get quite a bit of participation 
in this area. 

Mr. HucKABT. Good. Thank you so much for being here. 

Mr. Bruner. We appreciate it 

Mr. HucKABT. At this point let's take a short break. 

[Eecess taken.] 

Mr. HuCKABT. The subcommittees will resume the hearings. For the 
members in the audience who have not previously indicated to us that 
they would like to testify and are not on the witness list, let me say we 
will be more than happy to hear your comments later on this even- 
ing. We have three witnesses remaming, and then we would be happy 
to hear from anyone else that would like to testify. 

Let me also take this opportunity to extend to each of you an in- 
vitation to attend a reception across the way in the civic center at 
5 :30 this evening being hosted by the commissioners and the mayor of 
■ Monroe for the witnesses and guests who have appeared here today. So 
we can take our time and finish and then go across the way. 

Our next witness is Mr. Jesse DeBruhl, senior vice president of 
the Federal Intermediate Credit Bank of New Orleans. 

We certainly appreciate your coming up from New Orleans to be 
with us. 

STATEUEITC OF JESSE C. DeBRUHL, SENIOR VICE PRESIDENT, 
FEDERAL INTERMEDIATE CREDIT BANE OF NEW ORLEANS 

Mr. DeBihthl. Thank you, sir. Mr. Chairman, Mr. Anthony, I am 
Jesse C. DeBruhl, senior vice president of the Federal Intermediate 
Bank of New Orleans, which provides the loan funds and supervises 
the lending activities of 25 production credit associations in the States 
of Alabama, Mississippi, and Louisiana. We also serve as a bank of 
discount for seven agricultural credit corporations in the three-State 
area. On June 30, 1979, the most current month, the production credit 
associations in the three-State area had almost $750 million in agricul- 
tural loans outstanding to over 15,000 member borrowers. The agricul- 
tural credit corporations discounting with the credit bank had almost 
$45 million in loans outstanding, so we are talking about a total of 
almost $800 million in agricultural loans outstanding in the three- 
State area. Approximately one-half of that amount was in Louisiana. 
Our 25 PCA's alone are expected to lend over $1 billion this year. 
So you can see we are vitally interested in anything affecting agri- 
culture in the States of Alabama, Mississippi, and Louisiana. 

My testimony today is in support of the Forestry Loan Act of 1979, 
H.R. 4718, introduced by you, Mr. Huckaby. 
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First, let me say that I commend the Committee on Agriculture and 
the subcommittees for tlieir interest in increasing the productivity on 
private nonindustrial woodlands. The main thrust of my testimony 
will be to emphasize the need for legislation such as this to stimulate 
tlie interest and provide incentive for private nonindustrial landowners 
of the Southeast. 

It is my understanding that these private nonindustrial landownei^s 
control approximately three-quarters of all the commercial timberland 
in the South, and they are the key to increasing the region's and the 
Nation's supply of timber. 

It has been my observation in working with farmers all of my adult, 
life that it is very difficult to generate enthusiasm for any program 
that requires substantial investment up front, and periodic expenditure 
during the life of the investment, knowing full well that it will be 15 to 
20 years down the road before any income is realized from the land- 
owners' investment and labors. Many farmers do not have the ability 
nor the desire to invest in anj'thing that is all outgo and no income 
for a 20-year period. Therefore, most of the forest products of the 
Southeast are produced on unimproved lands. The mcentive is not 
there to make trie investment necessary to place the timberland under 
good forestry management practices. 

Most farmers, in my opinion, are good businessmen. They recognize 
the rate of return that is possible from increasing the productivity of 
their woodlands from the present equivalent of one-third cord of 
pulpwood per acre per year to 2 to 2^/^ cord equivalent per acre per 
year under good forestry practices. They understand full well the 
economic advantages of drastically increasing productivity of their 
land as they have been doing through the years with other crops. They 
are also fully knowledgeable of the increase in productivity that is 
derived from the use of genetically improved varieties of plants, which 
is possible under an improved reforestation program. With supertrees, 
the yield of some of the genetically improved strains of trees has been 
phenomenal. I have had reports of genetically improved trees produc- 
mg the equivalent of 3 cords per acre per year over a l7-year period. 
The farmer understands about using these improved varieties be- 
cause he has been using hybrid seed corn and other improved varieties 
of other crops for years and has seen the dramatic increase in yield. 
The point is that the farmers and the small landowners are a whole lot 
more knowledgeable than a lot of people give them credit for being, and 
it is not a matter of not realizing the importance of practicing ffood 
woodland management. It is a matter of their being unable to do so 
from a financial point of view. Most of them are hard pressed to make 
ends meet today and they simply are not able financially to make the 
front-end investments necessary to convert their land from unproduc- 
tive land to highly improved timberland under good management prac- 
tices, and wait 15 or 20 years before they get any return from it. 

I am particularly interested in this bill because it will stimulate a 
lot of interest on the part of small landowners to place their timber- 
land under improved forestry programs. It may be used as a model 
for much larger scale programs to eventually be placed in the private 
sector. The small landowners will benefit greatly from the income 
derived from the substantial increase in productivity. The wood-using 
industries and eocietj as a whole will benefit from the increased pro- 
ductivity. In the opinion of most experts in the field, something has 
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to be done to stimulate increased productivity of the 73 perc^it of 
southern commercial timberland held by private landowners. If some- 
thing is not done to generate enthusiasm for improved forestry prac- 
tices, it is almost a certainty that the wood supply to meet our needs 
will not be there in the future. Also, there is increasing demands for 
other uses of wood. Wood products offer tremendous possibilities for 
helping us overcome our eneigy shortage. 

We are particularly interested in this bill because we see tremendous 
long-range benefits accruing to farmers in our area, and we are inter- 
ested in seeing the forests of the southeast developed to the fullest ex- 
tent, and are actively developing programs to do just that. We, and the 
New Orleans Bank for Cooperatives — ^you just heard from the gen- 
tleman from the land bank. As you know, there are three banks in each 
of the 13 districts, the land bank, the Intermediate Credit Bank^ and 
our sister bank, the Bank for Cooperatives. We are working jointly 
with the Bank for Cooperatives with a group of tree farmers in 
northern Mississippi to put together a package that will allow them 
to become a partner in a paper mill. If successful, the landowners will 
receive substantially more than from the sale of pulpwood and timber 
than they are presently receiving. We are interested in anything that 
benefits the farmer and we are hopeful the enactment of this bill will 
do iust that. 

I am very enthused about ihe future possibility of the private lenders 
participating in Government guaranteed programs to develop essen- 
tial industries, A good example of this concept, one we have recently 
become involved in, is the guaranteed program administered by the 
National Marine Fisheries, designed to upgrade the U.S. fishing fleet. 
Our participation in this program has grown from $400,000 to almost 
$7 million since January 1, and it ia increasing almost daily. 

We encourage Congress to pass this legislation because it will benefit 
the American farm family and help develop a more dependable timber 
supply for this Nation. 

Mr, HucKABT, Thank you very much for coming up and being with 
us and for your support for this legislation, I see no direct way that 
the Production Credit Association, as your current charter is now, 
would be able to participate in this program, do you ! 

Mr. DeBrchl. No, sir, I really don't see how Production Credit As- 
sociations could benefit by increased loan volume or 

Mr. Hdckabt. Or doesnt the PCA now make front-end timber 
loans, I guess 7-year loans, for people that possibly are participants in 
the FTP program for reforestation efforts! 

Mr. DeBrtjhl, Yes ; we recently have devoted some energies to stimu- 
late participation on the part of the Production Credit Associations 
in the New Orleans district to push the timber business, and we are 
picking up a lot of ffood business, short-term business. ' 

Mr. IIucKABT. Yes. As I think through this thing, it appears to mft 
perhaps the PCA's might be sometimes the source of fimds fot" some- 
<^ who wants to reforest land, and once established, he can use^that 
source of funds to repay. 

■Mr. DeBruhl. Sure, if you are talking about reforestation, using 
PCA short-term funds for, similar to a construction loan, where ono? 
you get the timber, the present timber cut off) hardwood OE whi^ 
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Inan beine paid back, wherever it comes from. _....■ .„„ 

Mr hSJkabt. Would tlie credit bank itself parUapate m any 
way* Is there any intention of that* tk*. nulv 

S[r DbBkuhl. No, air, we dont make any loans at all. The onlv 
thing we do, we have the ability to participate in overrides. Say if 
^TProductlon Credit Association's legal W based on their net 
worth is say $2 million, they can't make a loan above that without 
participating with either another Production Credit Association or 
the credit bank. We could take the override from say the $2 million, 
anything above that we could participate with them in. 

Mr. HircKABT. I see, thank you. Mr. Anthony ? 

Mr. Ajithont. No questions. 

Mr. HtTCKABT. Thank you so much for coming up and being with us. 

Our next witnesses are from the Homebuilders Association of Louisi- 
ana, Mr. Bill Brodie, Ms. Whitlock, Mr. Jim Butler, and Mr. John 
Porter. 

STATEMEirr OF WILLIAM C. EBOSIE, VICE PEESIDEHT, LOmSIAMA 
HOMEBUILDERS ASSOCIATION; ACCOMPANIED BT HM BTJTLEE 
AND JOHN PORTER, LOTHSIAHA HOME BTJILDERS ASSOCIATION, 
BATON ROUGE, LA. 

Mr. Bbotib. Thank you. Congressman Huckaby. I am Bill Brodie, 
area vice president of the Louisiana Home Builders Association. Mr. 
John Porter is on my right, and Jim Butler on my left, representa- 
tives of ttie State association. We represent an association of approxi- 
mately 2,600 members who are, of course, directly involved or direct 
recipients of foresti^ products. 

My comments will be very subjective, and rather brief, but wb have 
looked at the Forestry Loan Act of 1979 in depth, and we do have a 
few comments we would like to make at this time. 

As you know, we represent an industry that is one of the principal 
users of forest products. Our industry has witnessed, with alarm, the 
dwindling forest supplies and sharply escalating prices on timber 
products, which we are told are occasioned by this shortage of product. 
The residential builder is not as adaptable to alternate sources of build- 
ing materials as the commercial builder, so therefore our dependence 
on forest products will not decline in the near future. 

In addition to the decline in forest production, we have seen an in- 
crease in the concentration of remaining supplies in the hands of a few 
giant corporations. This is also a situation we do not relish pnd one 
fliat has significantly contributed to rapid increase in the pri{»s.of 
timber products. 

Because of these two major reasons, we are in total support of legis- 
lation that will increase the supply of forest products and also increase 
the number of small, independent, individual growers providinfl^his 
increase. 
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The majority of our membership is made up of small, independent 
businessmen with a stroi^ belief in our free enterprise system. We 
feel that this proposed legislation provides the assistance we seek from 
Government, rather than a dependence on GoTeniment, It appears to 
be based on sound business and economic principles and is particularly 
attractive because it is not a subsidy measure nor something that will 
cost a great deal to implement. 

We also feel that the moneys provided to the landowners will further 
stimulate our economy, which needs it, and particularly assist some 
older landowners with their income. 

We sincerely appreciate your efforts in proposing this legislation 
and wholeheartedly give you our support. We stand ready to give you 
any assistance you may need in the passage and implementation of this 
bill. 

Thank you for the opportunity to offer our testimony in this hearing. 

Mr. HnCKABT. Thank you, Mr. Brodie. Mr. Porter or Mr. Butler, did 
you wish to make any comments ? 

Mr. Btjtuir. No; except to say that I concur wholeheartedly with 
what Bill has said here. We feel tliis is very good for our area, very good 
for the State, and very good for the Nation. 

Mr. HncKABY. What percentage of the cost of a new home today is 
made up of timber costs ? 

Mr. Brodie. Lumber products, 20 percent. 

Mr. HucKABT. Is that the highest one single factor, or is brick 
higher ? 

Mr. Brodie. No ; lumber products are the highest, other than labor. 

Mr. HuCKABT. Highest of the raw materials you purchase ? 

Mr. Brodie. Of tlie raw materials we purchase, lumber is by far the 
largest item. 

Mr. HucKABT. Approximately how much have lumber prices in- 
creased at the retail level, or at the level where you purchase timber, 
in the last 5 years? 

Mr. Brodie. In the lost 5 years? It is a 100-percent dimensional, 
wouldn't you say, dimensional lumber, a 100-percent increase ? On- ply- 
wood, even more than that. 

Mr. Hdckabt. Do industry sources -anticipate this to continue in the 
future, if prices continue to increase that fast ? 

Mr. Brodie. We hope not, but we anticipate it, just like with inflation, 
things have been increasing, so probably this will continue. Especially 
with the restrictions. We are getting some of them lifted on Federal 
lands that have forestry products. But we do anticipate a continuing 
increase about like this, 

Mr, HucKABT. Of course, that is one of the things that got several 
of us thinking about this legislation we are considering today. Con- 
gressman Anttiony and I live in the Metropolitan Washington, D.C., 
area, and unfortunately because Congress is in session virtually year 
around now, new homes up there are selling for $70 to $80 a square 
foot; they are extremely high. That may be here in a few years, im- 
fortunately. We may eventually be pricing our children out of the 
market, where they can no longer own a home. 

Mr. Butler. This is already the case. 

Mr. Porter. It is starting now. 
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Mr. Butler, Mr. Porter and I both deal quite a bit in the lower 
housing market, with considerable young and young married custom- 
ers, and it has become virtually impossible for these young married 
and young singles to qualify for anything except a subsidized-type 
loan at this time, because of the high interest rates and basically the 
high prices of the houses. 

Mr. HuCKABY. Certainly this bill, if it becomes law, is not going to 
cure that problem tomorrow, or 10 years from now. But we feel like 
over a period of time it could make a significant contribution, and I 
am glad that you and your industry, which is the largest recipient of 
the gross dollar volume of the forestry industry, concur in this, 

Mr. Brodie. Any increase in supply, of course, is welcome. Hope- 
fully, that will moderate prices. So we think it is an excellent idea, 
especially getting smaller people back in the lumber business, too. 
Mr. HucKABr, Thank you. Congressman Anthony ? 
Mr. Anthont. Thank you, Mr. Chairman. I would just like to 
thank you for your testimony, and I know as a homebuilder you are 
very cognizant of the ever-increasing costs as they have come forward. 
We heard some very interesting testimony from Mr. Graveley on 
behalf of the National Association of Homebuilders earlier this week. 
I don't know if you were pi-esent, but I did read, in my opening re- 
marks, the statement he made, basically comparing the energy short- 
age to a potential, years from now, of having a wood fiber shortage. 
And if we think we have high housing now, think about what the 
housing is going to be in years to come, if we don't learn from the 
past and do something about it. 
Mr. Brodie, That is correct, 

Mr. Anthont, I would just like to say this. Many times lumber 
becomes the scapegoat for the increased cost of housing. Many studies 
and Mr, Gravlee's testimony indicated that about 15 percent of the 
total cost of a home contained wood products. That means there are 
85 percent of other factors that go into the cost of a home. Probably 
over the lifetime of the cost of a home, the No. 1 culprit is the in- 
terest rate, rather than any other single thing. Sometimes I hate to 
see homebuilders, and I hate to see retailers, continually lump on 
lumber and timber products, and try to say that that is the total cul- 
prit, because actually is is not. 

Maybe I am a little oversensitive to it, because I come from a family 
that happens to manufacture and sell lumber on a wholesale basis. 

I have made many speeches to the homebuilders, asking them how 
many went out and bought a warehouse full of lumber when it was 
selling below the cost of production — not one did. They could have 
literally filled up their warehouse full of cheap lumber. 

But the truth of the matter is that homebuilding is a very cyclical 
business and no one has confidence to build because you know it is not 
going to be sold in times of economic turndown. But there are many 
ways that homebuilders can offset the cost of cyclical rises in prices. 
I don't know if you have ever considered going into the fiitures 
mm^^t.or not; you may come out with not owning anyUiing, biit it 
is a mecJianism whereby you can average out your costs. Then if you 
do have the confidence m the country being able to pull out of a 
tailspin in s recession, you can always buy uie Imhber in the down- 
turns and nail it up and sell it on the house. 



dbyGoogle 



174 

But there a?aiii I think we are all guilty of beine cautious business 
people and wnen times are bad we all tend to pml in our wings. I 
think we have had about three, in my lifetime, Govenunent studies 
about whether or not there is a conspiracy in the woods products 
industry, because of the sudden escalation of lumber prices. Every 
single time, the investigation gets huge headlines, and tiien 6 months 
later or 6 weeks later, when they have had the investigation, they sud- 
denly find out it is a supply-and-demand situation, and the results 
get buried in the back of the obituaries. 

I guess, like I say, maybe I am a little oversensitive to it, being in 
the industry. But I just hate to let some of the statements get into the 
record and not be challenged to some extent. I do sympathize with the 
problem that you have. Again I think you are to be commended, be- 
cause this is obviously a lone-range program and the immediate bene- 
fits are not going to be seen by our generation, but by the generations 
to come. 

I would express my thanks to the three of you for being willing to 
come in and share with us your thoughts. I would just say this, uiat 
we can't stay in business unless you build homes. So keep nailing up 
the boards. 

Mr. Porter. I would like to add one thing to that. You were talking 
about buying a warehouse full of lumber when the prices were low. 
It is hard to convince your bankers when you are in a slump to loan 
you the money to buy that warehouse full of lumber when prices are 
low. You pay a pretty good price for that money. 

Mr. Brodie. I would respond to one particular comment. Lumber 
does respond better than most other items in the house to the market. 
We recognize that fact, because we have better fluctuations in lumber 

firicee than in anything else. Others just keep going up, but we do see 
umber respond to supply and demand. Being a mortgage banker also, 
I will take exception to your comments about interest rates having a 
lot to do with increasing the costs, because interest rates, if you look 
at them over the last 4 or 5 years, you have seen ups and downs, just 
like the lumber prices. The price of the house has been steadily in- 
creasing. As to whetlier interest is the primary thing or not, I think 
the overall cost is affecting it, 

Mr. AxTHONT. I agree. I prefaced that by saying over the lifetime 
of the loan. Obviously if you can go in and pay cash, you would be 
all right. But when you have a 30-year loan, when you calculate what 
you have to pay in that 30-year period, interest payments do become a 
substantial part of it. You are basically tripling the cost of the house. 

Mr. Brodie. That is right. 

Mr. HuCKABT. I think a lot of what we are seeing today, to pick up 
on the young family theme, is the fact that once you start at 11 per- 
cent interest rate, instead of 8 percent, that addition to their monthly 
payments puts them out of the market for even a starter home. 

Mr. BTraLEH. That is correct. 

Mr. HtrcKABT, Unfortunately, the powers that run this Nation are 
now electing to further increase interest rates, instead of lowering 
them. I think it is a move in the wrong direction. It appears to me 
we diould substantially reduce interest rates at this point in time to 
keep us from going into a recession, and thus turn th& housing indnstay 
around. Thatis just my personal opinion. ^ ■ i 
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Could yon give me some aj>prozimations of land Talnes — you might 
just use west Ouachita Parish, where there are commercial forests 
frowing today. If you went in to develop a subdivision in close prox- 
miity to a metropolitan area, in forest lands, how much per acre would 
youpay today! 

"Wnat I am after here is I am trying to arrive at the feel of the 
tradeoffs that you have got to look at m the timber business, the al- 
ternative investment opportunities versus the anticipated disoonnted 
cash flow yield of the potential, if it is left in timber or if it is put into 
timber production, 

Mr. Butler. I can give you on what I know about recent purchased 
in our area, which is west Ouachita. In the neiphborhood of from a 
low of $3,000 to $3,500 an acre to a high of around $5,000. 1 think any- 
thing that would ^o above that figure is just like some of the other 
things, you are pricing yourself out of the housing market, because 
your land can't be developed, the lots couldn't be sold at a reasonable 
price, unless we were getting up into an ultra high-priced marlist, 
where really land costs is not a factor as much as location or desirs- 
hility such as bayou lots or such as that. 

But, say, $3,500 to $5,000 on ^our acreage land that has been lying 
fallow or m timber in close proximity 

Mr. Httceaby. I think the economies would suggest that lands of 
that value wouldn't be put in timber. 

Mr. Btjtler. Yes. 

Mr. HucKABT. Taking that one step further, what is the average 
value — I might be getting out of your realm of expertise, but perhaps 
not — of land selling in tiie area that is not cropland, but land that 
could be put into forestry production that is currently not in forestry 
production todar! 

Mr. Porter. Perhaps I can enlighten that a little bit. This is way 
out of west Ouachita, but we purchased some land about 6 months 
ago, a iO-acre tract, cutover timber, which to us at that time seemed 
like a real good price, at $1,250 an acre. 

Mr. HtrcKABT. $1,250 an acre. This was rural land? 

Mj. Porter. Way rural ; yes. 

Mr. HucKABT. That had no substantial timber on it ! 

Mr. Porter, It was cutover timber, say approximately 5 years ago 
it had been cut over. It was just brushland, not pastnreland, I am not 
aware of anything that sold for less than that in the whole area. 

Mr. HucKABY. What I am leading up to here is there have been 
some suggestions of some who have been critical of this legislation 
that one might take this cash flow and parlay it and buy one tract of 
land, buy another tract of land. I do not believe that that opportu- 
nity would exist, even if we were looking at a $50 an acre annual 
payment. The inability to do that is because of the prices of the land 
in the area, which forces the person who owns the land to maintain 
-ownership. 

Mr. Porter. I don't know of any rural land in this area that has 
-sold for less than $1,000 and acre in quite some time. 
, Mr. HircKABT. This is in Ouachita Parish you are talking about! 
. Mr. PoMTR. Yes. 
■. . Mr. HucB^r, I have no further questions. Thank you very much. 
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Our next witness is Dr. Alden Main, forestry specialist, LouLsiaua 
State University Cooperative Extension Service, Baton Eouge. 

STATEMENT OF DR. ALLEN C. MAIN, FORESTKY SPECIAUST, LOU- 
ISIANA STATE UNIVERSITY COOPERATIVE EXTENSION SERVICE 

Dr. Main. Congressmen Huckaby and Anthony, I am Alden Main^ 
a forestry specialist with the LSU Cooperative Extensi(m Service. 
The extension service in Louisiana as well as in other States carries 
on an educational program for forest landowners. As a representative 
of LSU, I didn't think it would be appropriate to come out in support 
or to oppose any type of legislation, so what I did was I went through 
and tried to pick out some of the thinj^ and back them up with facts 
as much as possible on both sides of the hill. 

As far as arguments for the Loan Act, the first thing I found was 
that most researchers who have studied forest landowners conclude that 
owners with higher incomes and assets practice more intensive man- 
agement. Mignery, in 1956, and Perry and Guttenberg in 1959, found 
this relationship between income and forest management. Dr. Yoho 
in a 1961 study found that total income played an important role in 
adoption or nonadoption of forest practices, and Cliff Marlin in a. 
recent study, 1978, found that 87 percent of owners with plans to plant 
trees in the next 10 years had annual income of more than $7,000. 

A second factual argument is very few landowners have any kind 
of management plans. 

Marlin in 1978 found in his Louisiana study that only 5 percent had 
written plans. The Lioan Act would insure that individuals signed up 
for loans would have a plan and follow through with the plan. 

The third item, according to Cliff Marlin, 5 percent of the smalT 
landowners with pine and 19 percent of the hardwood owners are 
planning to clear their property of trees in the next 10 years. This 
IS presumably to plant in row crops or convert to pasture. The peri- 
odic loans might change some of these people's mind. 

A fourth item, researchers have found that most forest landowners 
are .^0 to 70 v^ars old. Marlin found the average age to be 59 years in 
Loui^ana. Forest loans will allow these owners to receive some of the 
benefits from a lifetime of efforts. 

In addition, the periodic payment will prorate heirs the funds to 
pay taxes and other expenses, rather than having to liquidate their 
timber prematurely, which is the case now. 

The fifth item, most Ix>uisiana forest landowners own their prop- 
erties. Marlin in 1978 found 82 percent did not have a mortgage,, 
meaning that most landowners would qualify for the loan since uie- 
act requires the recipients to own their property. 

Now I point out several arguments against the bill, or things that 
micht be detrimental to it. 

First off, forest loans have not been of great interest to forest land- 
owners, a number of studies indicat*-. A low percentage of owners in 
an Act^iees study by Perry and Guttenberg in 1959 desired ,a loan 
to finance a forest management practice. Anderson, in 1968, said most 
of his interviewees used no outside funds or labor for forest practices, 
but relied on their own resources. Forest credit was observed by James, 
et al., in 1951, Sutherland and Tubbs in 1959, and McClay in 1961 
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to be of little interest to respondents in their studies. However, the 
loan system proposed in this bill differs from the loans in the studies, 
so it may not be a just comparison. 

The second item is that the administration of loans and management 
plans will cost additional tax dollars. 

Third, the implementation of the program by a combination of 
Federal and State agencies could be difficult. It is not impossible, 
"because we have seen it work with the FIP program. But there ar« 
some problems here. 

A fourth item which has been referred to by IWr. McFatter, but I will 
mention it anyway, the Louisiana Office of Forestry, and I assume 
■other State forestry agencies, have problems along the same nature, 
should be allotted additional positions, not just additional funds. I 
Trnow this is not in the realm of Congress, but something to do with 
the State. Currently, the Office of Forestry in Louisiana has a State 
position ceiling. Without new position ceilings, the Office of Forestry 
personnel would be forced to provide lower levels of assistance t« land- 
ownei-s currently being served. 

I realize that consultants would be involved in this and would help 
on this too somewhat. 

That is all I have. Thank you for allowing me to testify. 

ilr. Hfckabt. Thank you very much for your comments. I believe 
you said the average age of a landowner today is 59 years old? 

Dr. Main. That was at the time of the study, which is just a year or 
two ago. 

Mr. Httckabt. And you said most are over 50 years old. What per- 
centage, do you know, are over that ? 

Dr. Main. I have got it in this publication here, and I think you 
have a copy of this. It has a little table in it: Sixteen percent from 40 
to 49 years old, 24 percent from 50 to 50, and 60 to 69 is 32 percent. 
And then from 70 to 79 is 14 percent. So from 60 up would be 76 
percent. 

Jlr. HucKABY. Seventy-six percent of the population is over age 
50 that own these lands. 

Would you agree with the hypothesis that there is very little reason 
■or incentive for them to reinvest in reforestation ? 

Dr. Main. That is correct. That is one of the problems. And this 
bill will tend to help that, 

ilr. HucKABT, Because I feel with our change in our tax laws of 
the carryover basis, there is even less incentive; or it acts more as a 
disincentive to reforest, because we are going to end up iri a lot of 
situations — and I have seen them — where the tiniber has to be sold 
to pay the taxes. 

Dr. Main. Yes ; this is right. 

Mr. HucKABT, You mentioned administrative costs. We anticipate 
these costs, and in the legislation we talk about charging up to an ad- 
ditional percentage point over and above the cost of money to actually 
liave it flowing ilack in if we went the path of the Farmers Home 
Administration direct loans, a significant enough percentage tacked 
onto that interest rate, to actually pay the Federal costs, the additional 
■administrative costs. 

Actually we are trying to make this operate on as sound a business 
■principle as we can with no subsidies anywhere. And looking to the 
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future, where possibly some private business enterprise might be set 
up to move in and package tnese loans nationwide. 

I also recognize the potential shortfalls or at least I think I do, of 
Federal agencies working with Stat© agencies. But as you pointed out, 
there are some problems and obstacles that can be overcome and are 
being overcome right now in some programs, such as FTP, in operat- 
ing hand in hand. 

Dr. Main. We have talked with a number of different people here 
today, Federal, Stat© and so forth, and I think we ought to keep it to 
as small a number of people involved as possible, smallest number 
of agencies as possible. 

Mr. HucKABY. Yes; I generally agree with that, but yet I do not 
want to have to set np an agency as such to run this entire program, 
because I think then we woiUd be talking about substantial additional 
costs. 

Dr. Main. Right. 

Mr, HucKABT. Congressman Anthony. 

Mr. Anthony. I would like to go back and ask _yo« some of tiie 
guestiong I have been asking some of the earlier witnesses and that 
IS whether or not you would have any suggestions as to the number 
of participants in the pilot program, or any limits on the amount of 
money involved? Yoa touched on it in Louisiana, about the fact that 
they would have a personnel problem, and would have to get additional 



Based on that, I just wonder if you have any comments as to- 
whether or not maybe there should be a limitation on the size of the 
program ? 

Dr. Main. From the research, I don't honestly feel like it is going 
to be a program where the people are going to be beating the doors 
down to get in, 

Mr. Anthony. So you think maybe we ought to keep it wide o^en 
with no restrictions because of the past history of low participation 
in forestry programs! 

Dr. Mais. I think at least to start with. Because I think it is going 
to take a while for a program like this to be adopted. We have found 
this with the FIP program now. The FIP program has been in 
progress for 10 years. I guess, and it is just now getting to the point 
where it is really starting to roll. 

Mr. Anthony. So you think if we put some artificial limits on it 
to begin with, we may be going into a self-defeating restrictive basis? 

Dr. Main. I think so. I think it would be best to keep it as open as 



Mr. Anthony. And you think the studies you have quoted would 
bear that out ! 

Dr. Main. Well, I dont know if anything like that was ever studied 
in these studies. In the study they did say that there was very little 
interest in forestry loans, in loans in general, but these weren't this 
particular type of loan that you are talking about. 

Mr. Anthony, Dr. Main, let's say this bill is enacted into law. Wo' 
already know the only viable program we have had for the last few 
years has been the FIP program. The last forestry loan^ from teeti- 
mony received in Washington, was in 1970 under a special progrant 
that operated for ji^ a few years. 
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What suffgestions would you have to encourage and to make knowl- 
edgeable the people in the community that the law is there, it is a 
good program, and it is a worthwhile project ? 

Dr. Mattt, "WeW, I think that as with the FIP program, fiie Exten- 
sion Service can act as an agency to promote this oill. And this is what 
we have done in FIP, and I am sure that under the law FIP is author- 
ized, we are authorized to do it; I don't know if we are so authorized 
in this law or not. It probably wouldn't make any difference, we 
probably would anyway, because this is what we feel like our role is. 

Mr. Anthont. Do you think we are going fo catch ourselves in one 
of those situations that although we pass a law, it is a good law, we 
have to go out and beat the bushes to sell it ? 

Dr. Main. It is going to have to be promoted, that's right. 

Mr. Anthont. And just passing the law in and of itself will not 
solve the problem ? 

Dr. Main. That is correct. 

Mr. Anthont. It will take a concerted educational program from 
Federal all of the way down. 

Dr. Main, I would like to make one little exception. When you say 
there were no other viable programs other than the FIP program, I 
guess as far as incentive programs, this is correct. But as far as other 
tiungs going on, there are a lot of things going on. The U.S. Forest 
Service with the State and industry have programs that are contribut- 
ing a lot. The State forestry organizations do. We in the Extension 
Service hope we are contributing something, too. 

So I think there are things going on, but it is hard to evaluate them, 
it is hard to put numbers on them, and things like this. These are 
educational efforts that are slow but sure over the long period of time. 

Mr. Anthont. In your opinion, is it a worthwhile venture to push 
forward with? 

Dr. Main. Yes, I personally think so. But like I said before, I cant' 
commit the university here or the Extension Service on something. 

Mr. Anthont. Thank you very much. 

Mr. HuOKABT. Thank you very much for your testimony. Dr. Main. 

The next witness is Howard Jones from Natchez. We have had cor- 
reeponence with him over the last year regarding this legislation. 

STATEUENT OF HOWARD LEE lOlTES, JR., HATCHEZ, HISS. 

Mr. Jones. Thank yon. We have a hardwood sawmill in Natchez, 
AGss. We manage hardwood timber for individual small landowners,, 
and we have our own hardwood timberJand that we use for our saw- 
mill and do our work on it, most things Federal foresters do. 

There are two points I would like to make. One is that I am an the ■ 
Private Woodlands Subcommittee and the Private Forest Manage- 
ment Committee of the National Forest Association. 

For those who don't know what that is, that is generally the repre- 
sentation of industry, and by and large large industry, aroimd the- 
Natitm in Washington. The association endorses thia loan program in 
this form, and Congressman Hnckaby has listened to us patiently and" 
has taken our suggestions, and thought them over, and we are very- 
enthusiastic about it. 
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I understand Joe Hinson of the FPA staff 'will be at Uie meeting 
tomorrow in Arkansas, so I guess he will talk more about that. 

Being a hardwood forester, we are kind of thin-sMnned and kind 
of nervous about the fact that the pine industry is so much larger 
than we are, that we have to kind of speak out a little bit 

The talk has been about reforestation and about timber stand im- 
provement, which of course entails hardwood girdling and deadening 
and also rotations of about 25 years. 

I think this bill and this program has a lot of good for the hard- 
wood industry also. We have uneven stands, and we have natural re- 
generation. Most field foresters, including county foresters, consultants, 
and industiT foresters, spend a good part of their time talking to small 
private landowners and telling them to wait 5 years before you cut 
your timber. Generally the small landowners say, well, I haven't got 
any money out of the timber for 15 years, and I really want to. 

We think we have convinced him to hold off and wait another 5 
years and next thing we know, our competitor is cutting his timber. 

The old silviculture rule of thumb is a 16-inch-diameter tree, if 
allowed to wait 5 years, will be an 18-inch tree and will double the 
volume. 

If this loan program — which I think it will — can help these hard- 
wood timber landowners to wait that extra 5 years, or extra 10 years, 
"then I think we are going to show a significant increase, not only in the 
ox-erall volume of hardwood tiniber that we have, but also in the over- 
all quality of hardwood timber. Of course the silviculture example 
holds true for the pine people as well. I personally think that this loan 
program has a tremendous appeal not ]ust to people that want to es- 
tablish a stand of timber and grow it to maturity, but to people that 
already have a stand of timber, such as it is. It will help them to be 
much moie flexible in getting the very most out of their timber, with- 
out interrupting their overall living program. 

Mr, HncKABT. Thank you very much, Mr. Jones. I guess most of us 
tend to forget about hardwood, when we think of the southern pine 
forests. But certainly this legislation is in no way restricted to the 
pine trees or even to softwood. 

One of my concerns with this legislation, and I am still thinking 
and I have asked a few people privately, I suspect that there is going 
to be some potential where we are going to see hardwoods prematurely 
■cut down, perhaps bottom land hardwoods or creek bottom land hard- 
woods, cut to go back in and participate in pine tree programs, or re- 
forest with pine trees. 

Could you comment on that ? Is this good or bad, or should we try to 
prohibit it? 

Mr. Jones. I think it is good where the site indicates that pine will 
grow well. Grenerally speaking, hardwoods grow well on hardwood 
sites, and pines grow well on pine sites. That is kind of an oversimpli- 
fication. But I have no complaint at all with people that have pme- 
lands, that do cut their hardwoods heavily in order to raise pines. What 
I dont like is people going overboard on that in the creek bottom, where 
hardwoods do grow well; they say it is hardwood, it is an enemy, cut 
it out. Then you may not get the pine regeneration back. 

I think you need to look at what you have and go with what is best. 
There are always hardwood areas in a pine forest that need to be 
respected, just like the pine areas. 
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Mr. HucKABT. Would it be feasible in the forestry plan, as sncli, 
tlie guidelines or the regulations, to specify taking this into considera- 
tion as far as converting from hardwoods to pine? We have got pines 
all around, they could say let's make it all pines. We have wildlife con- 
siderations also, of course. 

Mr. JoxES. Eight. I think that the management plans that are going 
to be given in these loans, whoever by, should take into consideration 
that we want to look at the overall picture. We certainly want to ^ow 
the most timber, the most valuable timber on the land. And if it in- 
volves cutting out the hardwood, I have nothing really to fear about 
that. 

Mr. HuCKABT. All of our testimony today, our prior testimony in 
Washington, basically talked about softwood as far as the expected 
growth and values. 

Let me ask you two or three questions on this. Is there today in the 
Southeast any deliberate planned reforestation efforts in hardwoods, 
where we go out to plant hardwoods as we do pines ? 

And then what is the expected return on hardwoods as compared to 
pine trees and over what life cycle, how much more beyond the 35 
years ? 

Mr. Jones. Well, of course, hardwood planting, artificially regenera- 
tion and planting is far behind pine. Pine is easier to handle, there has 
been a lot more research done on it. I think it is the better thing. There' 
is hardwood regeneration in certain areas. Our company has planted 
poplar, with some results. We have also planted cottonwood and syca- 
more. National Paper Co. around Natchez is planting a lot of sycamore- 
for their operations. Most hardwood stands are naturally regenerated. 
What you have to do in this situation is you have to selectively cut 
your hardwoods. You don't cut to stump size and clearcut and replant. 
You selectively cut them, you cut the worst trees and leave the best 
trees and hopefully they will drop the seed and grow genetically better 
trees. 

I don't think there is any great benefit from research in hardwood 
planting myself. I think that is strictly a pine thing, it is marvelous 
for pine. But for hardwood, I don't think it is that good a deal. 

Mr. HtTCKABT. If you had a stand of hardwood, how much could 
you expect, say, over 40 years, the yield to be in today's dollars? 

Mr. Jones. We are looking at a tract of timber right now that is 
rather large, and we have worked with several people on it, the pos- 
sibility of buying it. And it has different type timber stands all over it. 
I told the people that we are interested m it with, well, just to give 
dollars and cents, there is approximately $1 million worth of trees on 
the place right now. In other words, if you clearcut the entire forest, it 
would yield about $1 million. 

Mr. HucKABT. How much is that per acre? 

Mr. Jones. About $300 an acre. I told the group that we can go in 
there right now and selectively cut the timber stands, and cut approxi- 
mately $300,000 or $400,000 worth of mature and effective trees, which 
would leave approximately $700,000 worth of timber. 

In my opinion the combination of increase in stumpage prices over 
the years, which over the last 10 yeara hardwood havmg gone up 7 or 
8 percent a year, to the increase in growth that this $700,000 tree in- 
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vestment is going to increase 25 to 30 percent a year. That is kind of 
a dramatic uiing, but that is a lot better than tlie stock market. 

So hardwoods definitely are a marvelous investment, Hardvroods 
have steadily been eoing up. They don't have the big fluctuation that 
pine has. We steadi^ go up on a kmd of jagged line, but it is something 
that you can really count on. 

Mr. HucKABT. Thank you very much. Congressman Anthony. 

Mr. Anthony. Mr. Jones, I would like you to address the problem 
that one of the participants talked to me about in private. He had to 
leave and could not make the comments himself, but he owns 160 
acres of hardwood land some place close to this area, and he was con- 
cerned about the marketing of the timber and the competitive nature 
■of the hardwood market, feeling that it was not in his best interests 
to continue good forest management with hardwood in that he could 
not see the dollar return. 

I am sorry he had to leave, because maybe he could have gotten a 
<lifferent perspective from your testimony. Do you agree that is ihe 
situation in the marketing of the hardwood, the competitiveness within 
the market ? 

Mr. Jones. Well, of course that is different in different areas. If it 
were 160 acres around Natehez, Miss., he would have a lot of interest 
in it from several different sawmills. That is a problem. There seems 
to be more of a universal pine demand, you know, in areas than hard- 
wood. Some areas don't have a lot of hardwoods. I would say what he 
would have to do would be to see what other uses he could make out of 
his land, whether he could clear it and plant crops or convert the tim- 
ber to pine. If neither one of those is feasible, which of course it de- 
pends on where the land is. what kind of terrain it is, the only thing 
I could tell him to do would be to just try to make the best 160 acre 
hardwood tract he can, with making some sort of a sanitation cut, 
where he cuts the trash out and leaves the good timber to grow. 

I think if he has good timber, he will always have a market. But 
■an unmanaged hardwood forest turns into a real mess. 

Mr. Anthony. He is probably like a typical landowner, he never 
thinks he gets a fair price for his timber. 

Mr. Jones, That's right, T^ots of times they dont. 

I would say what he would need to do would be to try to make some 
sort, of a cut and get rid of his trash, if he has to take a low price for 
it. and try to grow as much good timber as he can and borrow some 
money in his loan prosram. 

I think down the line he would be able to sell his improved timber 
stand. 

Mr, Anthony, Thank you very much. 

Mr. HucKABT. Thank you so much, Mr. Jones. 

Is there anyone else who would like to offer comments at this time i 

TNo response,] 

Mr. Htjckabt. If not, the subcommittees stand adjourned. We will 
he reconvening tomorrow in El Dorado, Ark., to take additional testi- 
mony, as we seek to build the legislative history, if this bill should 
brcome law, and see what changes should be recommended by the sub- 
committees once we begin marking up the legislation. 

[Whereupon, at 5 p.m. the hearing was recessed, to reconvene at 10 
a.m. the following day in El Dorado, Ark.] 
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FORESTRY LOAN ACT OF 1979 



SATITBDAY, JULY 21, 1879 

HOTJSE Of REWtEBENTATTTES, 
SUBCOMMITTBES ON CONSERVATION AND CREDIT AND 

FOSESTS OP THE COMMITTSE ON AORICDLTDRB, 

El Dorado, Ark. 
The subcommittees met jointly at 10 a.m. in the courtroom. Federal 
■Building and Post Office, El Dorado, Ark., Hon. Beryl Anthony, Jr. 
(acting chairmaD of the Subcommittee on Forests) presiding. 
Present : iRepresentative Huckaby. 
Staff present: Peggy Thomson. 

■OFENIKO SEKARKS OF HON. SEKYL ANTHOnY, JE., A B£FEESENT- 
ATITE IB CONGRESS FROU THE STATE OF ARKANSAS 

Mr. Anthont [acting chairman]. I call the Subcommittee on For- 
ests and the Subcommittee on Conservation and Credit to order. 

This is a joint public hearing. It is a continuation of a public hear- 
ing that -was held yesterday in Monroe, La, The purpose is to consider 
H,K. 4718 by Congressman Jerry Huckaby of Louisiana, the Forestry 
Loan Act of 1979. 

I would just like to wdcome the participants. It gives me great pleas- 
ure to be cnairing a joint subcommittee hearing in my home town. It 
■even gives me more pleasure to be holding it in the courtroom that 
the former Congressman that represented the fourth district held for 
so many years. It brings back a few memories. 

There is a stated national policy to try to provide adequate hous- 
ing for all Americans, but if you look at the track record we have 
fallen woefully behind in every year. We are not building as many 
homes as are required and as a result there is a backlog. 

The experts tell us there is going to be an increased demand for 
wood in the South. We are going to be required to produce up to 90 
percent, if not more, by the vear 2000, and there is going to be a don- 
bling of demand for wood fiber and we know the wood fiber is pres- 
ently not on our southern forest lands. 

We also know that two out of every three tracts are owned by 
small nonindustrial landowners. So in order to have the wood fiber, 
it is necessary for the GJovernment to be involved in programs to pro- 
vide-^the necessary incentives to induce the small landowner to go out 
and reforest his lands and to make them productive. 

That is tiie purpose of H.R. 4718, and in just a moment I am going 
to yield to Mr. Huckaby to explain his perspective to you on the con- 
tents of the bill. 

(183) 
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It also (rives me a great deal of pleasure to have a heariM outside 
of Washington, D.C. I feel that bringing a public hearing to the people 
makes it easier for you to come and testify. Many of you will totiiy 
at this hearing, where you would not go to the expense to go to Waan- 
ington, D.C, so therefore your important testimony can be hear<L 

More importantly, I thmk, when you get in Congress it la kmd of 
an imposing situation. You may go to Congress with the attitude that 
you are going to really tell the people on me committees exactly how 
you feel. I know this is the feeling I had when I got there. But there 
IS something about the system that kind of chokes you up, and tenite^ 
I think, sometimes to keep you from having the free and frank discus- 
sion that I think is seeded. 

Coming to the erassroots giv^ vou an opportunity to take your 
coat off, roll your sleeves up, and tell it like it is. And it sets the legis- 
lative record for this piece of legislation, so that those who were unable- 
to appear can read and know of your viewpoints. 

It is such an important topic that I probably could go on for the' 
rest of the day. But I am anxious to hear your testimony, and at tiiis 
time I am going to yield for any comments that if r. Huckaby may 
have. 

ofenhio eeuares op hon. jerry httceaby, a e^resenta- 
ti7e in conabess from tee state of louisiana 

Mr. Huckaby. Thank you, Congressman Anthony. I want to express- 
my sincere personal appreciation to you for arranging these hearings in 
El Dorado, Ark. 

Let me echo your thousrhts by saying that I think it is unfortunate 
that we, as Members of Congress, don't take more time to have more 
public field hearings of this type to get the input of the real A.merican9,. 
and not the input of the highly paid professional lobbyists that come to 
Washington. 

This l^slation is, I think, very far reaching in scope, it is a new 
concept. We hope that it will in some way, perhaps in a significant 
way, contribute to our ability U> turn around the tremendous shortfall 
that we see in the immediate future in our timber supplies. 

We have two gentlemen in the audience that I would like to per- 
sonally tJiank, that have worked with me. with mv staff, with others for 
over a year now on this legislation. That is Ken Meyers, with the tJ.S. 
Department of Agriculture, the Forest Service, in Washington D C 
and Joe Hinson, with the National Forest Products Association We 
have drafted this bill numerous times; we have a version before us 
!&« fl P^^aiilv will not U the final product. We recognize that 
there are flaws in it. We need your input, your thoughts, your ideas of 
what should be changed m the legislation to make it more effective. 
cJ;^ ?® iv **^/ °"® "^°'^^ minute, if I might. Congressman, to de- 

^rt. wu ^T °i r" ""^^ ""^^^^ "'•* ^ ^^'^iWa-^ ^itt it, the purpose, 
of the bill and what we are trying to do Fmrosj 

In the Southeastern United States we are falling behind a little 
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America imports today one-third of its timber requirements. Most 
people do not realize that. Why don't we reinvest our private lands 
mto timber production? That is the question we are addressing. 

One of the reasons is the tremendous period of time from the time 
you make that initial investment until you receive a return on your 
investment. We have got a cash flow problem. It is not a product like 
cotton or soybeans, where we can plant and harvest and reap our 
benefits annually. 

This is what we are proposing to do — to grant a loan with interest 
that must be paid back— this is not a Government giveaway program. 
We envision annual payments to landowners in the range of ap- 
proximately $10 per acre per year, up to $50 per acre per year, depend- 
mg^upon the productivity of the land, up to a period of 40 years. 

Then as the timber is harvested, that mdividual will take the pro- 
ceeds that he gets from the sale of his timber and turn around and. 
pay back the Government with interest. 

So it is not a Gxjvernment giveaway. This is a pilot program. There 
are a lot of unanswered questions about it. Our ideas or thoughts are 
to try it in 5 or 10 States, try to get the bugs out of it, see if it will 
work. Perhaps it won't even work. We think it will. 

Once we have ironed the problems out, then it wotdd be applied 
•nationwide. 

Actually I think the Federal Government should use this approadi 
more often, and that is the approach of let's go out on an experimental 
basis with a small controlled model, and see if this program will work, 
before we go nationwide. 

We can all think of a lot of Federal programs that if we had tried 
them on a pilot basis, they probably wouldn't be with us today and we 
■would be a lot better off. 

In closing, our purpose is to hear what you have to say about this 
legislation and most specifically, your thoughts and ideas of what 
-changes we need to make it work better. 

I want to thank each of you for taking the time out to share your 
-thoughts and ideas with us. 

Mr. Anthont. Thank you, Mr. Huckaby. Just so you understand 
the procedure that we wifi use today, there is a list of witnesses that 
luas been prepared and if you are interested in knowing the lineup, or 
-who is going to testify, if you will check with some of uie staff people 
here, they can provide you with a list. 

If you are here and would like to testify and you have not notified 
us, you are welcome to testify. Anybody that wants to have any state- 
ment for the record we will stay here as long as you ate willing and 
Interested to contribute something to us. 

We do have a card that we would ask you to fill out, so we will know 
■who you are and what area you represent. 

The first witness is Dr. Leroy Jones, the assistant area director of 
tile State and Private Forestry, U.S. Department of Agriculture. We 
will call him out of order to come forward and testify. 

Prior to doing that, Mr. E. D. Eouse, an Attomey-at-law, Prescott,' 
Ark., has asked ror permission to submit written testimony, and with- 
■out objection, it is accepted and will be introduced for tlie record. 
[The statement referred to above follows ;] 
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Fbkscott, Ask., July 20, 1979, 
Ui. E:i> Oiveits, 
Anthonj/ TimierUmSi, Inc., 
Bearden, Ark. 

DeaA Ed : Ton have asked fbat I txpnm my o^nioa In writing wltb leference- 
to tbe propoeed bill which 1b being co^ponaored bj Hon. Beryl Antbooy and his 
colleagoe from Lonlslana whose name at this time I can not recall, the sobject. 
of the bill In general being, ae I trndergtand It, the l^idlng of money to Indl- 
Hdnal land owners for timber stand and Improvement and growth. 

As you are no doubt aware, I have been exposed to timber stand Improve-- 
moit for more than 30 years and actively managed up to an>roxltDatel7 2,500' 
acres of family forestry lands and am, at the present time, managing approxl- 
matelr 1,300 acres of these lands which I now own vntrlgbt Ov«r the TMxa,. 
I have caused to be planted ai^rosUnaMly 700 acres of lands In pfne seedlings,. 
nr (iHt plantings commendng la tbe pear IMS. Daring the same period of time,. 
I caused approximately 500 acres of undesirable hardwood to be deadoied by 
y<r»iiin ( f Insofar as I know, I have not yet cut one sawlog from any of thase- 
lands which I caused to be planted beginning in 194S. The reasm for this, of' 
eonise, is that none of my plantliigs have developed to that stage. In other 
words, I think that I can say without Nsemttlon Qtat from tbe bBginnlBg ot 
Qie pine seedling [Amttugs to Oie time of actual harvesting of sawlog pine Um- 
ber, a mitifanom of bet)ween 80 and 40 years, and perhaps as long as SO years, 
irin be reajnlred for these trees to mature to snch aa extent that they can Jm- 
lurresbed for sawlogs. Of course, in the meantime, a minimal number of these- 
trees will over the years be «at Dor pnlpwood so «8 to enhance the growth of 
fbe TOmalning trees, however, as yon know, the money received for this palp- 
wood is of no real coosequence. 

On first ImiKesslDn, It would appear that to loan farm owners money tor the 
l^ttctlces mentioned In tbe proposed bill would be of great ben^t to the land- 
ownee, liowever, cm second thonght. It would appear that tbe government would 
aotnally be the main beneficiary. I think It should be borne In mind that the land 
owner, of course, pays the taxes on the property. He risks destmctlon of bis. 
timber lands by fire, bugs, windstorm, ice and theft, and it Is necessary tiiat be 
periodically Inspect, Please bear in mind that thla covers a continuous period 
from tq> to 40 and 00 years. Let ns assume that after a period of 40 years, an 
excellent growth of pine timber has resulted. Of coarse, over all these years, 
the land owner and/or his heirs have borne the necessary expenses Involved, as 
well as the many risks Involved. So, we bare the land owner, who after 40 years 
bas achieved the desired results. 

Suppose for the sake of argament that this land owner was stUl alive after 
achieving these results and shortly thereafter dies. Bere Is where the govern- 
ment would take over. His Estate Tax would be such as would become necessary 
for his beire to sell the property, and the IRS would, of coarse, be standing t^ to- 
grab the capital ^Ins from the sale of the land under the monstrous and discrim' 
inatory Tax Reform Act of 1976. 

In essence and from a practical standpoint, the original land owner has borne- 
the coats and taken all the risks Involved mainly for the h^ieflt of the govern- 
ment and not for himself nor his heirs, and It Is evident to me that it can hardlr 
be said that the govemm^it would be ov«rly eenevous by lendlt« money (witii' 
Intavest of all things) to tree farmers tmder the pr<voeed l€«islatian. 

If the government wants mote productive timber lands In order to take care of' 
the future needs of this country. It would appear that It would be even mote 
generous than it Is at the present time with the tree farmer and not expect blra, 
the tree farmer, to spend 40 years of hts llfb woiUngfor the goremment withoa^ 
adequate coaipcaisatio&. 
Knceroly, 

B. D. Rousx. 

Mr. AwTHDNT. We ■will leave the record open for 10 additional days-, 
from today. If you do not testify, but have a great thought, pot it ia 
uniting ■sad aiibaut it for the record. Now, Dr. Jones. 
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STATEHEBT OF DR. LESOY JONES, ASSISTANT AREA DIRECTOR, 
STATE AND PRIVATE FORESTRY, SOUTHEASTERN AREA, FOREST 
SERVICE, U.S. DEPARTMENT OF AaRICTJLTURE 

Dr. Jones. Thank you, Mr. Chairman and members of the subcom- 
mittees. I am LeRoy Jones, Assistant Director of the Southeastem 
area, State and Private Forestry, of the U.S. Department of Agricul- 
ture, Forest Service, headquartered in Atlanta, Ga. The area comprises 
the 13 Southeastem States, Puerto Rico, and the Virgin Islands. I am 
pleased to appear before you and offer the views of the Forest Service 
from the perspective of Federal forestry programs in the South. 

Our statement is confined to H.E. 3049. We are aware that Congress- 
man Huckaby has introduced a successor to his forestry loan biU, H.R. 
4718. "VVe have provided the Committee on Agriculture the Depart- 
ment's report on H.K. 3049. However, the W^hington office staff is 
analyzing H.R. 4718 and will provide the committee with our views 
as soon as possible. 

Yon received testimony from Philip Thornton", Depuh" Chief of the 
Forest Service, in Washington, on Tuesday, concerning H.B. 3049. His= 
statement supported the bnl and the pilot forestry loan program which 
it would establish. I stress the emphasis which he placed on the conduct 
of the pilot prt^^ram. It must be carefully designed if it is expected to- 
yield meaningful results. We believe the Southern States are uniquely 
qualified to host this pilot program. 

I would like to explain the mission of State and private forestry, 
and how it would relate to a pilot forestry loan program. We seek tO' 
promote the conservation, development, and management of the Na- 
tion's non- Federal forest resources. Our major goals are : expanding 
the supply of all forest goods and services; efficiently utilizing forest 
resources; maintaining and enhancing the environment. 

The forests of the South cover over 200 million acres and are a key 
part of the region's economy and environment. They play an important 
and increasing role in providing the Nation's goods and services to the- 
point where Siis section of the country shares equal billing with the 
Northwest es suppliers of forest products. Aside from high demand 
and high potential, the paramount characteristic of Southern forestry 
is that 90 percent of the production base is in private ownership, as 
compared to about 60 percent nationally. Moreover, most of the forest 
land is in nonindustrial private holdings generally of small size. 

Th© South is destined to become the Nation's wood basket. By the- 
year 2080, more than one-half of the softwood sawtimber cut will have 
to be provided by the South. Projections in the KPA assessment report 
indicate that unless some major actions are taken, there will he short- 
fells of 7 billion board feet in 2000 and 10 billion in 2030. 

The forestry community gMierally agrees that intensification of man- 
agement cm the nonindustrial private forest lands should have t<^ 
priority. The forest incentive program generally have provided assist- 
ance to opportunities with high cost effectiveness. Owners received 
caah, while the public will eventually benefit from increased timfew 
supplies and more favorable prices. Yet FIP, at the present rate, will 
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reach only a small fraction of private forest landowners. Technical as- 
sistance is an important factor in getting private nonindustrial forest 
land under manaf^ement. Last year, the Southern States prepared man- 
agement plans for 24,100 lancJowners; however, this is only a small 
percent of the estimated 2.1 million owners. In preparing management 
plans, foresters take into consideration all forest resources and not just 
timber, which should result in improvement for wildlife, range re- 
sources, water, and recreation opportunities. 

Large acres of small softwood timber in the South are being har- 
vested at a young age. If the South is to assume the role as major pro- 
ducer of softwood lumber and plywood which is projected to m in 
short supply, premature harvesting must be at a minimum. The owners 
often harvest their timber when the trees are at maximum growth rat«, 
because they cannot aiford to carry the investment at present interest 
rates, or they sell small timber or pulpwood to raise needed cash. 

Some landowners receive assistance from private forest industry 
through landowner assistance programs whicn many industries pro- 
vide. Also, the South, has a number of forestry consultants that are 
available to work on private lands; however, most landowners need 
financial assistance to get the job done. 

A loan program to provide needed income to forest landowners 
would greatly assist them in improving the management of forest 
lands and would help sustain trees on high-yield forest sites. 

The Forest Service, in cooperation with the State forestry agencies, 
Farmers Home Administration, and Agriculture Stabilization and 
Conservation Service, already has a delivery system to handle a pilot 
loan program. 

We support a pilot forest loan pi-ogram and will cooperate with 
States, industry, private foresters, and other agencies to make it as 
efficient as possible. 

If you have any questions, I will be happy to answer them. 
Mr, Anthony, Dr. Jones, I wish you would address one problem 
that has arisen in the previous testimony. We have had some witnesses 
that have come before the subcommittees who have testified that they 
would like to see some boundaries placed on the pilot program, the 
maximum number of participants named, and the maximum amount 
of dollars named. Yesterday in Monroe we had some testimonv from 
our last witness, I can't remember his name right now, but I thought 
he pave some excellent testimony. It triggered a new thought in my 
mind. 

Basically he said that forestry loan programs in the past, through 
studies, had shown that they had really not worked. You mentioned 
the testimony of Mr. Thornton and I notice in his testimony that he 
gave in Washington, he stated that the Department operated a spe- 
cial forestry loan program under this authority in the period 1963 to 
1970, and there had been no forestry loans made since 1970. 

The question is which do you think would be the best, to leave it wide 
open, or do you think there should be some parameters established in 
the pilot program! 

Dr. Jones. If I understand you right, the parameters that you relate 
to are the parameters of this bill. 

Mr. Anthony. Yes, the number of participants and the amount of 
money. 
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Dr. Jones. Well, I would agiee witli the idea that we need a iHlot 
study, or pilot test of the loan program at first and as has been dis- 
cussed, in the South perhaps 3 to 5 States would be a very appropriate 
way to go. 

The willingness or desire of some of the States to participate would 
be critical. Also, as was pointed out by the extension service repre- 
s^itative yesterday, it will take some time to get people knowledgeaWe 
of the program. This will depend on how much publicity is given to 
the program. 

So there will 'be a startup phase and participation in the program 
will increase gi-adually as we go along. What I am saying is every- 
body won't come rushmg in the door tomorrow to g^t a loan. 

Mr. Anthony. Based on that fact, and the testimony of Dr. Main — 
and he had gone back and pulled out quite a few studies — it seemed to 
indicate the same thing, although you had a government program, 
again people just didn't rush into it, it did take a lot of education. 

Based on that, do you think maybe we would be better off not to 
place any limits on it, knowing it would takB a while to get people 
to come in and get it operating? 

Dr. Jones. Well, the limits, I think, would fee restrictive from the 
standpoint of personnel to handle it; I believe that would be the 
biggest limit, in addition to getting money to finance the loans. 

Mr. Anthony. We are not interested in any new persoimel ; the way 
it is structured now we believe it will work within the existing 
program. 

Dr. Jones. If you do it on a pilot test basis, a minimum amount of 
personnel could handle it, to test it, see if it works. But if you don't 
limit it, we would need more personnel at the State and Federal level. 

Mr. Anthony. Thank you very much. Mr. Huckaby ? 

Mr. Huckaby. Would you describe the role you anticipate the U.S. 
Forest Service will play in the implementation of the pilot program? 

Dr. Jones. We would anticipate that the loan bill would authorize 
the Secretary of Agriculture to administer the program, and of course 
FmHA being a loan agency would be involved. Also, the ASCS may 
administer part of the program from payment to the landowner stand- 
point, as is done with the forestry incentives program. 

The U.S. Forest Service would be involved m 9ie technical aspects 
of the program, in cooperation with the State forestry agencies. We 
would assume that technical advice and writing of the management 
plans would be carried out by technical foresters. 

Mr. HuCKABT. Do you anticipate that the Forest Service would play 
the major role in writing the regualtions to implement this legislation? 

Dr. Jones. I am not sure about the major role. We would have a 
major role in the technical aspects of it. 

Mr. Anthony. Thank you very much, Mr. Jones. 

The next witness will be John Nelson, regional manager, Interna- 
tional Paper Co., Camden, Ark. 

STATEMENT OF JOHN NELSON, REGIONAL MANAGER, INTERNA- 
TIONAL PAPER CO., CAMDEN, ARK. 

Mr. Nemon. Congressmen, ladies and gentlemen, I am John Nelson, 
reponal manager for International Paper Co.'s woodlands and wood 
products operations, headquartered at Camden, Ark, 
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As jou know, we supply wood fiber to two major IP pulp and papv 
manufacturing facilities located in the State, and hare several wood 
products plants in southern Arkansas. 

But International Paper Co. is only one of many timber-related 
businesses in Arkansas. The total forest products business community 
represents the State's leading industry in terms of capital investment 
An industry, as it has been estimated, that could generate about 300,000 
new directly and indirectly related jobs in the State by the year 2O00, 
if we have the continued supply of raw material to insure the viability 
of the forest products industry. 

We feel that incentives to the private nonindustrial landowner, like 
H.R. 4718, are the key to developing that source of raw material and 
stimulating the economy of not only this State, but also the Nation. 

In Arkansas 55 percent of our land base is forested, and 62 percent 
of that forest land belongs to private nonindustrial landowners, with 
the remaining 22 percent and 16 percent in the ownership of industry 
and the public, rcsneotivelv. 

As you can see, it would be difficult, if not impossible, to provide the 
needs of the Nation's fourtli leading lumber producing State, not to 
mention pulp-paper manufacturing, from 16 percent of the forested 
land base. 

It is ob^noHS. then, that the itidenendent landowner is literally the 
key to our survival. Bnt he has to be significantly encouraged ; then 
have to be some substantial incentives for him to even continue to 

Sow timber at the current rate. Already we are asking our private 
idowners to increase production in order to meet the ever-growing 
demand. 

Private lands in Arkansas are today producing at only 40 percentof 
their potential. Why? Because it costs money to manage forest iMid. 
and unmanaged forests simply dont produce as much as managed 
land. But the reasons the private landowners isn't investing in more 
productive management practices are not so simple. 

He has to face tax burdens, lack of regular periodic retama, a high 
risk of natural damage, and other negatively impaciing factors on a 
crop with long rotation periods that mean years between capital in- 
vestment and return from harvest 

H.R. 4Y18 will serve to encourage Arkansas' 160,000 private land- 
owners to reforest harvested timberiands, to follow better manage- 
ment practices, and it will provide them with a source of revenue to 
kocii them afloat ilnrins the lonsr and expensive jwriod between capital 
investment for plantinjr and management and eventual cash retnm at 
harvest, all this at neglieible cost to taxpayers, and withii a structure 
for administration that already exists. 

Tn fpcr, H.P. 4715: wouM directly mean new dollars for the Nation's 
coffers throuirh revenue from interept collected on loans. Management 
assistance is already available to the landowner throufi^ private in- 
dustn-. trade associations.^ the Agricultural Extension Service, and 
the State forestry commissions. 

We feel that "the guidelines for H.R. 4tl8 are at the same time 
equitable and lil»eral. This pilot project will allow participants an op- 
portunity to obtain freipiently unavailable credit under reasonable 
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As proposed, the Forestry Loan Act of 1979 embodies an appro- 
priate Federal role, and will help to maintain family farms and tmiber 
ownerships. 

It should prove to be a tool to help meet the increasing demand for 
the renewable resource of timber the forest products industry must 
have to favorably impact the Nation's balance of trade through in^ 
creased wood products and paper exports. And in Arkansas it should 
serve to help support the needs of an industry that directly contrib- 
uted nearly %1\^ billion to the State's economy last year. 

If successful, this small, low-cost pilot program would hopefully 
lead to a large-scale program to be carried out by the private sector. 
We urge the passage of H.E. 4718, and thank you for your attention. 
Mr. Antoont. Thank you, Mr. Nelson. I wondered when you were 
going to finally mention that key word, the private sector. You finally 
got it in in the nest to the last sentence. It was a comment that I was 
looking for. I know that International Paper Co, is already involved 
through their lease program in trying to encourage landowners to re- 
forest and instill in them better forestry management plans. 

I wonder if you could give the subcommittees some idea of the inr 
volvement of Internationa] Papyer in the southern part of the State! 
Mr. Nelson. Within the landowners assistance prc^am, we have 
some 170,000 acres of land in the southern part of the State which we 
are furnishing technical assistance to the small landowner. This not 
only includes the forestry technical assistance, but also the assistance 
to obtain contractors to do the necessary management or coltur^ re- 
quirements for his land. 

Mr. Anthony, Based on your experience with the landowner assist- 
ance program, how would you perceive H.R, 4718 working and being 
received by the landowners! 

Mr. Nelson. I guess the most critical factor we run into — when I 
say this, I think I can speak for basically the whole industry, as 
most industry does have some type of technical assistance program 
to small landowners. 

The most critical factor we run into is the nonexistence of the 
capital necessary in today's management techniques to reforest the 
lands. If it is available at the time of harvest, it is often with people 
of elderly age, who would rather put their money somewhere else, or 
don't have it available, it is already spent. 

So what they really need is a long-term program, so it goes with 
the land, as this program designates, the loan goes with the land, and 
it would be there. I believe we would get a great deal of reception from 
the mdmdual landowners on this type of program, the loan avail- 
able today, to be paid at a later date, at the time of harvest 

Mr. Anthony, Thank you very much, Mr. Nelson, for your testi- 
"^T^\r Ti^^ ?'^''^ valuable testimony for the subcommittees to con- 
sider. Mr, Huckaby? 

Mr. Huckaby. Mr. Nelson, how many acres does International Paper 
own in Arkansas ? ^ 

Mr. Nelson. About 1,300,000, Congressman. 
St^^! ^'^^^**'^' ^°^ ^^"y foresters do you have employed in this 
Mr. Nelson. We have 90 graduate technical foresters. 
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Itr. HccKABT, 'What percentage of those are engaged in your pro- 
gram dealing with the private sector on these 170,000 acres f 

Mr. Nelsox. Off and on a good share of tliem, but fully committed 
we have about 10. 

Mr. HncKABT. About 10. Do you envision your people, assuming t 
pilot program is implemented in the State of ArkansaSj working witi 
the private individual landowners as far as preparing his management 
plan to be submitted for approval to participate in this program 1 

Mr. Xelson'. We currently produce a management plan for the in- 
dividual on his land, and it Is quite a detailed plan. I feel confident it 
would probably fuliill any requirements, with minor changes, to ful- 
fill the loan obligation. 

Mr. HucKABT. If an individual owned, I am just asking you for ball 
park numbers here, 100 acres of maybe scrub land, a little hardwood, 
scattered pines, this type of mix, how much would he have to psy in 
dollars to get a forestry management plan ? 

Mr. Nklson. Did you say management plan ! 

Mr. HuCKABT, Yes. In other words, if he came to you and your for- 
esters advised him on how to develop a periodic step-by-step plan. 

Mr. Nelson. Well, for the great part, we do this at no expoise to the 
landowner. We do this as an inducement to encourage management 
across Arkansas and also across the entire south. 

Mr. Htjckaet. You do that today at no charge to the landowner? 

Mr. Nelsos. At. no charge to the landowner, that's right. 

Mr. HucKABT. Thank you very much. 

Mr. AsTHONT. The next witness is Mr. Emory Akenuan, represent- 
ing Potlatch Corp. of Warren, Ark. 

STATEMENT OF EMOET S. AKEKMAN, TIBEE HANAGEB, FOTUTCH 
COBF., SOUTHERN DIVISION, WAKBEN, ABE.; ACCOHPAITIED ST 
SAM CBAWTOBD, FOEESTEB 

Mr. Anthony. Do you have anyone with you, Mr. Akerman! 

Mr. Akerman. I have Sam Crawford with me. 

Mr. Anthont, I think he ought fo come up to the front. Mr. Huck- 
aby, I want you to know I have no bias whatsoever just because Mr. 
Crawford is my cousin. He happens to be a graduate forester. 

Mr. Akerman. Thank you. Congressmen, ladies and gentlemen, mi 
name is Emory Akerman. I am the fiber manager for Potlach Corp.!s 
Southern Division, headquartered in Warren, Ark. Potlatch is a forest 
products company which owns some 1.3 million acres of timberland in 
Arkansas. Idaho, and Minnesota, and which operates manufacturing 
facilities in 13 Stat.es. In Arkansas, we maintain wood products opera- 
tions at Warren, Prescott and Stug^rt, and a bleached pulp and 
paperboard mill near McGehee, supplied from a timberland base ot 
approximntely 540,000 acres. 

Although our Arkansas operations are at present largely self- suffi- 
cient in terms of timber supply, we recognize the serious social and 
economic consequences of the so-called "small landowner" timber pro- 
ductivity problem, and support reasonable means to correct that «»i- 
dition. A cai-pfully structured program of federally guaranteed tor- 
estry lo!mi=, administpred within the context of our private enterprise 
system, and based upon the productive capacity of the land plus ad- 
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herence to a well-developed management plan, would seem to be one 
valid approach. 

However, it is a complex problem that will not be simply resolved, 

as the Southern Forest Resource Analysis Committee recognized when 
it stated in the third forest report, published in 1969 : 



The implications of the Third Forest Report, widely acclaimed as a 
benchmark study at the time of its release, were clear enough : The 
wood needs of the Nation would double over the next few decades, and 
the South, because of its superior forest growth capability, would be 
called on to supply a disproportionately large share of those needs. The 
economic rewards to the region could be enormous. Yet, then, as now, 
the problem of small woodlot productivity posed vexing questions. 

The situation in Arkansas is perhaps typical. Here, a commercial 
timberland base of 18 million acres makes up about 55 percent of the 
State's total land area. Of the commercial forest acreage, 22 percent 
is owned by forest industry and 16 percent is held in public ownership. 
The remaining 62 percent is owned by farmers and other private, non- 
industrial owners. 

A forest industry-sponsored productivity study for Arkansas pub- 
lished in December 1978, indicated that net annual growth on industry 
forest lands in tJie State averages 60 cubic feet per acre per year; on 
private nonindustrial lands, only 36 cubic feet per acre. 

Moreover, it found that only 1 acre of private nonindustrial timber- 
land was being seeded or planted for every 20 acres harvested in that 
ownership category, as opposed to 1.1 acres seeded or planted for each 
acre of industry land harvested. A similar, broader study found that, 
Southwide, perhaps only 12 percent of private nonindustrial acreage 
is being purposefully regenerated. 

Although some of the untreated acreage will regenerate itself reason- 
ably well, there is a great likelihood that much of it will develop into 
little more than poorly stocked brush heaps. 

Rather than moving toward levels of improved productivity called 
for 10 years ago in the third forest report, these and other figures 
indicate that we may, in fact, be losing ground. The words of one 
forester who was quoted shortly after release of the report still seem 
to apply : 

Commoiily, the private nnnindiistriel owner lacks both tbe capital and incentive 
to make a long-term investment in forest menagemeDt. the return of vcliich is 
deferred over a long period of time. But if Us timber Is going to be important 
enough to the public eeonomy and the private sector 20 or 30 years from now, 
then we'd belter do something to get those trees in the ground. If It's important 

enough, and obvionaly it is, we'd better get in there and do it ; otherwise, write it 

off and wait. 

It we choose the latter alternative, we won't have adequate timber supplies 30 

:rears from nowt the resultant rise in prices will then serve as the Incentive for 

the necessary investment. But by that time, we'll tie 30 jears late. 

One of the obvious circumstances militating against improved pro- 
ductivity on farm and other private nonindustrial woodlots is the 
long-term nature of the tree-growing process itself. Under ordinary 
conditions, investments in forest management provide no monetary 
return for 15 or 20 years at the earliest, a circumstance that the average 
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small landowner finds less than attractiTe. TJnderstimdably, he turns to 
alternative investments. 

Availability of a periodic cash flow, as would be provided through 
such a forestry loan program as encompassed in H,K. 4718, would 
speak directly to this problem. 

However, a number of questions remain concerning implementaticm 
and administration, and for that reason Potlatch is pleased to see that 
the bill calls for initial establishment of a pilot effort that could 
eventually lead to a larger program carried out through the private 
sector. 

We particularly urp;e that it be structured and administered in such 
a way that individual landowner initiative would not be diminished, 
that the flow of loans to those landowners who produced timber in the 
most cost-effective manner would be encouraged, and that the tempta- 
tion of standardized, management-by-formula prescriptions would be 
avoided. 

Moreover, we foel strongly that the legislation should in no way 
minimize tlie normal rights of private ownership nor intrude upon 
individual ownei-ship objectives. The program should enhance rather 
than impinge upon our system of private enterprise and private 
ownership. 

Given tliose considerations, however, we recognize the substantial 
social and economic benefits that would flow from a progi-am in which 
willing lenders provide capital to willing and qualified landowner 
applicants; in which rist, initiative, and efficiency would tend to be 
rewarded ; and on which tlie hand of government would rest lightly, 
to assist and guide, rather than to impose. 

Such a program would deserve and have our support, 

Mr. Anthoxy. Thank you very much, ilr. Akerman. Mr. Crawford, 
"Would you like to say anj'thing? 

Mr. Cratvpord. Xo comment. 

Mr. Antiioxy. On page-lof your testimony you talk about trying to 
stay away from the teniptation of standardized, management-by- 
fonnula piescriptions. Yet yesterday we heard from a private land- 
owner that drove over from Mississippi, and one of the three sugges- 
tions that ho. made was for a standard forestrj- management plan. 

I iust wish you would address that. 

Mr. Akermax. My thoughts are based around the fact that each 
lainlowner has a different forest condition. Some have forests that are 
pretty well cut over, and are largely bnish heaps and they need large 
capital investments, heavy site preparation, con\-orsion to pine, which 
would require a large investment, and it would be a long time before 
that particular tract would vield any money. 

Whereas other land has been better managed, has not been cut so 
heavily, and would require a lesser investment in order to get it up to 
maximum productivity. 

So in order to get the greatest return from each tract> each tract has 
to be considered on its individual composition; and in addition, the 
landowner is differently motivated. Some would like to be very in- 
voh-ed in the management of their timber and would like to get their 
forest as productive as possible, and want to go above and beyond the 
proceeds of the loan, and invest some of their own money in'the pro- 
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duction of the crop. Whereas other landowners would rather have a 
hands-off operation and would like to do the minimum they have to in 
order to get their land up to a relatively good level of production. 

So we would like to see some provision where landownei-s can do 
more than just what they might have covered by the loan, without the 
requirements of the loan prohibiting this in any way, 

Mr. Anthony. Thank you very much. Does Potlatch have any type 
of landowners assistance program ? 

Mr. Akerman. We do have a landowner assistance program, and 
we do some private leasing, nothing on the scale of wliat International 
Paper has. We have about 25,000 acres under landowner assistance, 
where we provide technical service to the landowners. 

Mr. Anthony, Technical assistance. You do not provide any cash 
in the early stages? 

Mr. Akerman. Not through that particular program. Of course, our 
lease program is really not very different from this pilot program, in 
that we pay an annual rental to the landowner, and we retain owner- 
ship of tne final crop or any crop that is produced off his lands. And 
timt allows us the opportunity to invest Potlatch money in the land- 
owners' lands where a large investment is required and get his lands 
to full productivity. 

Mr. Anthony. Do you think Potlatch would be willing to loan 
money to landowners for forest management, provide the cash flow 
under a bill such as is pending before us t 

Mr. Akers£an, Your statement of "loan money," I don't think I 
could speak for the corporation, I don't think they want to get into 
the business of loaning money. Certainly the banks are more efficient 
at that. 

Mr, Anthony. Let me spin it around, knowing you can't make a 
corporate decision, but as a forester you could make a recommenda- 
tion, whether it would be enacted or not would be another thing. But as 
a forester, do you haveaiiy trouble with making that recommendation? 

Mr. Akerman. No; and in fact through our lease program we are in 
effect loaning money to the landowners. We are making advance pay- 
ments on timber that he doeen't have on his lands presently, which 
we anticipate will grow. So it works, as I understand the bill, much 
the same way. We are paying him an annual rental based on his 
anticipated growth. And instead of him selling the timber himself to 
someone else, he in effect sells it to us, after execution of the lease, he 
sells his crop to us. So we are in effect loaning him money, but not 
through the normal channels, 

Mr. Anthony. What have you seen to be some of the drawbacks or 
some of the hesitancies of these small landowners to become involved 
in better forest practices? 

Mr, Akerman. I think the lack of capital is the No. 1 problem. 
And I think that this is why our corporation has really started 
its leasing program. We think there are better ways for us to spend 
our money on higher return investments, but we feel this must be done 
in order to get the forests productive and it is a mutual interest sort 
of thing. 

So capital is one of the prime things, I think, as was testified before. 
The technical services are there for the level of activity that is cur- 
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rently pqirifT on. If this program is very successful, we miglit find the 
technical services become limiting. 

But I think based on the current level of activity, there are plenly 
of technical services available through the various channels. 

Mr. Anthony. Thank you very much. Mr, Huckaby. 

Mr. Huckaby. Mr. Akerman, could you describe for us in a little 
more detail your leasing program ? How many years on the average 
do yon lease a tract of land, or does your company acquire and obtain 
all timber rights at the time of the lease, and on the average how mach 
do you pay for a lease per acre jiev year ? 

Mr. Akerman. We do try to standardize our leasing, in spite of my 
earlier remarks, because of the administrative problems. So we are 
pretty much standardized at 35-year leases. We do find that is dif- 
ficult with the landowners. Some of them want 20 years, some want 
15 years. But it has been our general finding that most of the land- 
owners we deal with need large investments of capital on their lands, 
and this is about equivalent to one crop rotation or development, and 
we feel we need about that amount of time in order to develop a full 
crop. CuiTently we do vary our lease rentals, depending on the in- 
dividual land and its productivity and the type of timber that is on 
the tract ; in other words, what we expect to produce influences our 
annual rental. 

So that is not standardized. But a general answer would be some- 
where on the order of $10 per acre per year for 35 years. 

ilr. HucK.\BY. What is the range f 

Mr. Akerman. Well, we have been in the program 2 years, so I 
can't speak from a lot of experience. But we have ranged from about 
$7.50 to $12.50, and agaui tliis is an individual sort of thing. Some 
landowners are interested in straight rentals that they can have guar- 
anteeed for the 35 years, and others are interested in something that is 
adjusted for inflation. So this influences our rental, if we index it 
with inflation, we might use a diffei'ent rate than it would be if it is 
a straight rental. 

Mr. Huckaby. If I took a tract of land, say it was clearcut, you 
reforested it, established plantation pines for a 35-year period, how 
much, over this 35-year period, would you expect in dollar value that 
land to grow per year per acre ? 

Mr. Akerman. I really need to do some figuring. I can give you the 
parameters of it. In one product, if we limited it to one product, say 
pulpwood, there would be probably on most typical soils somewhere 
m the order of 40 cords per acre at the end of the 35 years. And there 
are all sorts of prices on that. But a general price might be $8 to $10 
per cord, 

\ow obviously there is going to be some of that timber that could 
be chip-n-saw size and could be used for that product and it would 
take me a little while to figure what that would be. But it would be, 
probably 20 to 30 percent higher value tlian what I quoted. 

Mr. Huckaby. Do you think $100 per acre per year for 35 years is 
a reasonable average t Not looking at pulpwood now, but taking into 
account sawlogs. 

Mr. j^Vkerman. Not per acre per year. But at the end of the final crop, 
you are asking the value that would be out there roughly 

Mr. Huckaby. If you harvested pulpwood say at 15 years, maybe 
again at 18 or 20 years, cut some poles at 25, and clearcut sawlogs at 
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35j whatever your technical program would be for maximiim 
utilization ! 

Mr. Akeruan. I am not really prepared to give you a good answer. 
But if you had 40 cords per acre at the final crop, at $10 a cord, that 
would be $400 per acre. Sormally that would be thinned sometime 
earlier, I am just trying to give you the rough figures. The actual value 
would probably be 20 to 30 percent above that. 

Mr. HncKABY. Would you really cut 35-year-old trees for pulpwood ? 

Mr, Akerman. Potlatch would not, we would try to bring some of 
that in for chip-n-saw size. So it would be higher value. 

Mr. Anthont. Thank you very much for your testimony. The record 
will be open for 10 days if you could submit those figures. 

Mr. Akerman. I certainly will. 

Mr. Anthony. The next witness is Mr. Gordon Hartrick, from 
Hamburg, Ark. 

STATEMENT OF GORDON HAETEICK, HAICBUEff, AEK. 

Mr. Hartrick. I am Gtordon Hartrick, and I don't represent any- 
body but myself. I am a retired forester. However, I speak from a con- 
siderable background of forestry experience. I am a member of the 
State Forestry Committee of the Arkansas Association of Conserva- 
tion Districts. But I am not speaking for them. I am just speaking 
from the background of my experience, 

I am a small timberland owner, I own 312 acres of land and I am 
very close to the problems that are addressed by this bill. 

My statement is a general one, I don't quote many statistics, but this 
is in a sense the cream of my thinking, my background in this area. 

There is not the slightest doubt in the world that the Nation will 
desperately need the full productive capacity of the small private 
woodland ownerships to meet its needs for forest products. The Forest 
Service has made careful estimates of the Nation's needs at various 
levels of production growth and per capita use. The most conservative 
of these estimates show that present growth rates of the timber resource 
will fall short of the Nation's needs sometime in the first decades of the 
next century. 

Industrial woodlands will be producing close to capacity for eco- 
nomic reasons. National policy makes it very doubtful that Forest 
Service lands will contribute any mtire than the present level of pro- 
duction to meet the Nation's needs. But the small private ownerships 
which make up 59 percent of the Nation's woodlands are only growing 
at less than half of their reasonable capacity. It takes decades to grow 
forest products, and the small landowner is often reluctant to tie up 
capital now for a return in the distant future. Even if he is willing 
to do this, he often is imable to do so. When he harvests his timber, 
often he will let the land grow up in low value or even worthless brush 
rather than taking steps to regenerate a new stand for the future. 

The Forest Loan Act of 1979 is especially attractive because it will 
require as a condition of the loan that the timber be managed in such 
a way that productivity will be enhanced. This will ultimately be more 
imnortant to the Nation than the availability of cash flow to the indi- 
vidual landowner. 
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At no eventual cost the public, as I see it, this bill will help provide 
the Nation's needs for the forest products that undergird our standard 
of living and provide jobs for our economy. 

I would certainly support the Forestry Loan Act of 1979. 

Mr. Anthony. Thank you very much, Mr. Hartrick. Speaking; as 
a private nonindustriai landowner, what do you think it would take 
to set the average landowner to participate in a program, should the 
billbecome law t 

Mr. Hartrick. That would depend on what he had on the land. On 
my 312 acres, I have a condition where I ain a forest«r, I know what 
needs to be done, but I am not doing it, because here I am retired, 
and it takes cash, and I am spending my cash for living. It would take 
$10 an acre a year, I believe, to put my land in maximum production. 
However, this does not contemplate any major expense of timberland 
conversion that would be necessary on many private lands. 

It would just be a matter of makinjr the most of what is already on 
the land. If a landowner is starting with nothing, it would take well 
over $100 an acre at the least to put it back into production. 

Mr. Anthony. Have you, during the course of working with your 
private land, attempted or sought lo go to any lending institutions to 
see if they would be willing to assist you with a loan ? 

Mr. Hartrick. No; I have not. I have invested some of mv own 
money in the FIP, along with the help of the FIP program, but this 
is limited in its applicability and it just won't get the job done on 
my land. 

Mr. Anthony. Tviu mean the FIP is limited ? 

Mr. Hartrick. Yes; I am limited there to spending, to covering so 
manv acres a year, as a maximum. It )u=t won't meet the need. 

Jfr. Anthony. If this bill were enacted into law, would you sign 
up for it? 

jrr, Hartrick. Yes ; I would. 

Mr, Anthony. You would be willing to go by the management plan 
that a State forester would make out for your property ? 

Mr. Hartrick. Yes; I haven't seen where the details of the forma- 
tion of this management plan have been spelled out. But. yes. I would 
get a management plan, and I would follow it, and could follow it, 
of ''ourse, with my background. 

Mr. Anthony, Again we are talking supposition, hypothetically, 
but let's say you are in the pilot program, and you make an applica- 
tion for an annual loan. Would von want money jnst for exnenfjes for 
the forestry part of it, or would you also want some cash for living 
expenses ? 

Mr. Hartrick. Personallv. I would live on what T have, and I would 
put all of this monev into the land. However, in the area where I live 
there arp many retireil people who have a value in their timberland 
and need to tan that value now for living expenses. 

I would anticipate that manv of these people would use the loan 
mo"ev for living exnenses nnd in effect tbev would be born^win.T 
Bgainot the vj<ine of the Ifliid that is there now. but which could not 
be -"aliTed imtil harvest time. 

>tr, A'^nTTONv. T think th'o noi"^ was also brought out yesterday, 
and 5f r. Huckaby commented about it. 
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As an additional benefit from a program like this, we would have 
a mechanism whereby we could help some of our elderly citizens, who 
do own lands and by and large the record shows that those lands ar& 
unencumbered with mortgages. 

Mr. Hahtrick. Yes; I believe that in my own acquaintance I know 
of many people who would use the money this way, 

Mr. Anthont. In your particular circumstance, knowing your age, 
state of health and long-range plans, how long a loan would you be 
willing to participate in ? 

Mr. Hartrick. The harvest on my land is 20 years away. I would be 
willing to encumber my land for that long, knowing I wouldn't be 
here at the time the timlier was harvested. 

Mr. Anthony. Mr. Huckaby. 

Mr. HtTCKABT. Would you be willing to put a mortgage on your land 
to participate in this program, if you had to ! 

Mr. Hartrick. Yes; I would. 

Mr. Huckaby. How much do you estimate that your forest appre- 
ciate in value each year today, per acre ? 

Mr. Hartrick. It is growing, some of my land is in hardwood and 
some in pine. But it is growing at a rate close to three-quarters of a 
cord per acre per year. However, I would not anticipate harvesting 
the timber for pulpwood because of its low relative value. I would raise 
it on to the higher value products. On the basis of this final harvest, 
I would think my land is probably growing about 250 board feet per 
acre right now. I think it would be capable of growing at 500. Think- 
ing of per acre growth of say 500 board feet, this would be worth, in, 
stumpage, well over $100,000. 

Mr, Huckaby. Wouldn't it be closer to $200 per thousand ? 

Mr. Hartrick. It depends on the product. My tract is isolated from 
markets, and $100 is about what I would get :^or it. It is in northern 
Arkansas. My tract is isolated from markets. In southern Arkansas,, 
yes, $200 might be reached. 

Mr. Huckaby, I would like to ask you a question, and if you dont 
want to answer it, that is certainly all right, oecause it is somewhat of 
a personal question. 

But I think you are a typical landowner that fits in with what we are 
trying to do. Do you have any children that would some day inherit 
your property, and do you know what their feelings would Ise about 
your participating in this program ? Because, assimiing you live for 20 
years or so, at some point in time when they inherited the land, they 
would, assuming you have children, then have this lien against the 
timber. 

By the way, it is our intent not to place mortgages on the land, we 
hope to just have a lien on the timber. 

Mr. Hartrick. I understand. I would think that my situation 
wouldn't need a Jien on the land. I don't mind answering the question. 
I have nine children and they are all well-provided for financially, 
through their own efforts. They are not lookmg on my inheritance to 
help them in any particular way. They wouldn't object to anything I 
did with the land. 

Mr. Huckaby. Thank you very much. 
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Mr. Anthont. Thank you, Mr, Hartrick. I think yonr testiinony 
goes to the very heart of the matter and we appreciate your craning 
forward. 

At this time I would like to make note in the record that the former 
Congressman from this district is in the audience, and is noTV the resi- 
dent district judge, who has granted us permission to use this court- 
ixHim, Judge Harris, why don't you stand up and take a bow ! 

Mr. Harris. Thank you, Mr. Chairman. It is good to be with yon. 

Mr. Anthony. Thank you. We appreciate your graciousness in let- 
ting us use your courtroom 

Mr. Harris. You are welcome to use it for such important business. 

Mr. Antieont. The next witness will be Mr. Louis Wilson, from 
Magjiolia, Ark. 

STATEUENT OF LOUIS WILSON, HAGNOLU, ASK., BEFRESEnTIHQ 
FOBESTBT COKUIITEE, ARKANSAS ASSOCIATION OF CONSES- 
; VATION DISTRICTS 

Mr. W^iLSON. Mr. Chairman, ladies and gentlemen, my name is Louis 
Wilson. I am from Magnolia, Ark., where I own and operate a 225- 
acre farm, over half of vphich is forest land. I serve as chairman of the 
board of directors, Columbia County Conservation District, and I am 
a member of the Arkansas Association of Conservation Districts, where 
I serve on the Forestry Committee. I appear before you today repre- 
senting the Arkansas Association of Conservation Districts and the 
Forestn' Committee of that organization. 

Gentlemen, you are probably aware of the facts that there are 76 
conservation districts in Arkansas and that these districts encompass 
the entire State. These conservation districts have the responsibility 
■for coordinating conservation activities in their respective districts 
under the provisions of Arkansas Act 197 of 1937. 

We in the conservation district movement, are vitally interested in 
forestry activities. For over 40 years we've been actively encouraging 
tree establishment and improvement on our forest land. Additionally, 
we've offered our technical help, where needed, to get the job done. The 
reasons for our interest in forestry are many, but, perhaps, can be 
summed up in two basic facts : 

(1) Trees, especially the southern pines, serve as an excellent erosion 
eontrolplant. 

(2) T>ees provide good economic returns when managed properly, 
and help to stabilize the economy of an area. 

I would also point out that some 62 percent of Arkansas forest land, 
or about 11 million acres, is owned by the private, nonindustrial land- 
owner. Fu rt lie r more, a large percentage of these individuals are co- 
operators with their local conservation district. 

In our efforts to encourage good forest management on these owner- 
ships, we have consistently encountered a problem of economics. Now 
let nie be quick to point out that I'm not referring to long-term eco- 
nomic returns. 

I think it's fairly well-established that the long-term returns will 
make the risks well worth taking. However, the small landowner often 
simply does not have the capital to invest nor the time to wait to re- 
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ceive his return on the investment. Therefore, and understandably so, 
he does not invest in forestry activities. 

For the reasons cited above, we in the Arkansas Association of Con- 
servation Districts support the concept of providing cash loans to 
private timberland owners. 

Specifically, we can support the Forestry Loan Act of 1979, provided 
that this pilot program is a model for a much larger program and pro- 
vided that the program is an effective forest management incentive. 

Additionally, we would suggest that this or similar legislation re- 
quire adequate attention to the protection of the basic resources of soil 
and water as a condition of eligibility. 

Thank you, Mr. Chairman, for allowing me to appear before you 
today to present our views on this important topic. 

Mr. Anthony, Thank you very much, Mr. Wilson. Having given 
your support for the bill, say there was a pilot project, what womd be 
your viewpoint about the State of Arkansas participating in such a 
pilot project? 

Do you think our State has anything special to offer, over and above 
any of the other States in the southeast timber-growing region? 

Mr. Wilson. As you know, in our section of the country we have 
a choice timber-mx)ducing section of the United States, particularly 
for pine timber. Through past experience I well know how difficult it 
is to get small landowners to participate in any kind of program. I can 
not foresee any drastic change to take place in the landowners so that 
many of the landowners will take advantage of it. But we hope some 
will. 

Now we have had experience with the FIP program. And I per- 
sonally know that to get any program going, get it established, it takes 
a lot of personal evangelism. It takes a lot of footwork, it takes a lot 
of work to talk to individual people to get them interested in these 
projects. The people we are talking about are not awnre of thp- situa- 
tion, not aware of the need, as we are here today. We have had ex- 
perience, and we have attended meetings and we know from experience 
what the need is. There is no doubt in my mind there is a great need 
in Arkansas for a program similar to this. 

Mr. Anthont, Would you be willing, as a private landowner, to 
participate in a pilot project! 

Mr. Wilson. Well, personally I have already participated in the 
FIP program, and we are trying to get — personally, I don't think 
there would be any need for me to participate in it, because we are 
doing it now. But there are numbers of people that I would hope that 
should participate in it. 

Now, as far as I believe, von raised the question with some of the 
other witnesses, would they ^ willing to mortgage f^eir land, or did 
I understand that right? 

Personally, I would doubt if very many small landowners -would 
mortgage tfieir lands to participate in the program, to be f ranli and 
I^wei^t. 

Now I think of one thing, the importance of your program would 
be to place it on the future growth of his timber, I can foresee where 
he would do that. And it seems to me that that should be, if that 
would make him eligible to participate in the nrogram, that alone 
would be sufficient, and not ask him to mortgage his land. Pereonailly, 
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I would not mortgage my land, because at my age, I would not want 
to mortgage my lands and leave it to the children under mortgage. 
But I would want to participate in the prt^am if I needed it. But I 
would, as a father, I would want to confer with my children before I 
went into anything, so they would perpetuate this thing down the 
line. 

So, I think there is a great need for an educational program, I can 
see where the FTP program has not gone as far as I hoped it would, 
and this probably won't, either. But it would be one more step toward 
achieving our goal and we badly need that, 

Mr. Anthont. Would you yield at this point for a question from 
Mr, Huckaby? 

Mr, HtJCKABT, Would you be willing to pay and carry insurance 
to participate in this program? 

Mr, WiT^ON". Well, I have never thought of it in that way. I guess 
it would depend on what the insurance would cost, and it sounds on 
the surface like it would be good. I have never given that any thought. 

Mr. HncKABT. You see, from the lender's point of view, the person 
putting up the money, and we envision a lot of the local banks making 
these loans, and not the Federal Groremment, he has got to have some 
protectiMi. 

Mr. Wilson, Yes; T can see he should, if he is going to get the 
money, he should be willing to carry the insurance, if he is going to 
participate and Rsk for the loan money. 

Mr. Httckabt, What do you think that the average landowner hero 
in Arkansas would hope to receive in annual payments per acre per 
year to be attractive enough for them to participate? Is $10 enough, 
or should it be $20, $30. $40. or $50 ? 

Mr. Wilson. I am afraid $10 wouldn't be enough. I wouldn't be able 
to commit, but I doubt if $10 would be sufficient. 

M^. Htjckabt, Do you think $30 per acre per year would be enough ? 

Mr. Wilson. Yes. 

Mr. HucKABT. Thank you very much. 
' Mr. Anthony. Thank you. Our next witness ia Mr, James M. White, 
Deltic Farm Timber Co., Inc., of E! Dorado. 

STATEMENT OP JAMES M. WHITE, DELTIC FARM & TIMBER CO., 
INC., EL DORADO, ARK., REPRESENTIMG SODTHERN P0RI3T 
PRODDCTS ASSOCIATION 

Mr. Whtte. Congressmen, I am .Tames M. White, of Deltic Farm 
& Timber, here in El Dorado, Ark, I am appearing in behalf of my 
compnnv nnd thft Southern Forest Products Association, an organiza- 
tion of forest products manufacturers with operations in the 12 South- 
em States. 

I 'am a professional forester and have been in forest management 
'for more than 25 years. I am familiar with the management problems 
of the small timberland owners in this section, since my company riot 
only manages timberland for small owners, hut also procures saw- 
timber from private owners in central and south Arkansas. 

Since Ifl60 our region has substantially increased its share of the 
Nation's forest products output. During that period, southern pine 
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timber production rose by 50 percent, from one-fifth to one-third of 
the U.S. domestic softwood lumber output. 

The South also provides two-thirds of the Nation's total pulpwood 
output, as well as 40 percent of the total softwood plywood output. 
Forest products manufacturers is the No, 1 industry here in Arkansas. 
These upward trends are exjiected to continue. The Forest Service 
of the U.S. Department of Agriculture has predicted that by the year 
2000, the South will become the main source of wood products for the 
Nation as a whole and will have to double current output to meet 
future anticipated demand. 

However, the predicted demand for our products cannot be met 
unless the private nonindustrial forest landowner, who owns 72 per- 
cent of the Sonth's commercial forest land, can be provided with the 
proper financial and tax incentives which will make the investment 
of time and money in forests and forest management worth the effort. 
Presently, we are told by the U.S. Forest Service, the South is los- 
ing 1 million acres a year to competing uses. Pine stands are being 
liarvested and then allowed to degenerate to brush. 

As I continue to observe the poor condition of so much of our pri- 
vate nonindustrial timberlands in this region, I am constantly re- 
minded of the overall poor productivity. To those of us who know 
what the job is, and how to physically get it done, we recognize that 
the problem is liow to motivate these owners, who do not have the re- 
sources to commit nor the time to wait in order to realize income from 
these lands. The result is that it is cut when it ig "big enough." 

The reluctance of nonindustrial private landowners to assume the 
costs and risks of long-term forestry investments for remote and un- 
certain financial returns is broadly evident. It seems obvious that no 
significant improvement in reforestation or in timber growth can be 
achieved without substantial reduction of costs and risks and with- 
out greater assurance of a satisfactory return from the investment. 
Studies by our industry have identified some important areas which 
affect the decision of the landowner to grow or not to grow trees. 

We think that it is more than a slight coincidence that the decline 
in reforestation began after the increase in capital gains rates of taxa- 
tion in 1969. We are very grateful that Congress saw fit to relax 
capital gains rates last year and we hope that eventually rates will be 
returned to pre-1969 levels. Other long-term and short-term incentives 
are needed if we are to encourage the 2.5 million landowners in the 
South to reforest. 

One of the most urgent needs is the repeal of the "carryover basis 
rule" of estate taxation. Unless this rule is repealed, you will see, over 
the long haul, the brealaip and premature liquidation of family timber 
holdings of long standing. 

Front-end money is needed to help develop underutilized lands or 
imstocked land. This need is addressed by the forestry incentives pro- 
gram, FIP, which provides cost sharing to help small landowners 
initiate tree planting and timber stand improvement practices. We are 
pleased by the action of the Congress last year which increased the 
authorized funding of this program from $25 million to $50 million, 
and also eliminated the 500-acre ceiling on landowner eligibility. 
However, since the inception of this program, it has never been funded 
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anrwhere near its autliorized amount, Hnd sach funds as were pro- 
vided have geldom been released until after the spring planting &ea«m. 

Many years are required to develop a timber stand of harveetable 
size. Rotation periods in iha United States vary from 100 years in 
some mountainous regions to 30 years or less in highly productive pine 
sites in the South. What other investment requires the outlay of cash 
for planting and site preparation, timber stand improvement, every 
5 years or so. and little or no income for 30 years i 

Costs hare escalated to the point that planting and mechanical site 
preparation can run over $100 per acre. Inflation coupled with a tax 
system that penalizes p^Dducti\^ty. and land-use intenention by gov- 
enunent on all levels, would be enough to intimidate even a hardy in- 
vestor. But then you tell this investor that he must wait 30 years to 
get his money back, if the insects and fire don't get his trees first, and 
I don't think it stretches the imagination of this panel at all to com- 
prehend this investor's reluctance. 

A partial solution may be found in H.R. 4718, and we commoid 
Mr. Huckaby for his work and effort in developing this legislaticm. 
H.B. 4718 may be a vehicle to lessen landovmers resistance to the long- 
term investment. By guaranteeing loans to landowners over a period 
less than the growing cycle, this hill will provide landowners with 
revenue that mev would not otherwise have. This would encourage 
development of forestry and reforestation plans that otherwise woufd 
have been postponed in favor of other more rapidly maturing 
investments. 

We appreciate the pilot program and we agree that this aspect will 
give landowners and the f oresti^ comraimity an opportunity to appl^ 
uie legislation, develop and renew the regulations, and fine-tune uiis 
prwram for broader application at a later date. 

We also appreciate the efforts of the author to accomplish his mis- 
sion in the new bill, by utilizing to the greatest degree possible the 
assets and energies of the private sector which we are hopeful will be 
able to provide low-cost service without unnecessary tax expenditures 
and large numbers of additional Grovemment employees. 

Thank you for the opportunity to testify. 

Mr. AsTHOxT. ThanE you, Mr. White. Does your company have a 
landowners assistance program? 

Mr. White. Xo; we do not. We manage lands for others for a fee. 
We are not in a landowners assistance program as such. We do lend 
a lot of unofficial technical assistance and try to render advice when* 
ever it is practical to do so. But we don't have any formal program. 

Mr. Anthoxt. As a forester, would it give you any concern to make 
a recommendation to your board of directors' to participate in a pro- 
gram such as this, should one become available ? 

Mr. WmTE. Well, we would participate, I am sure, because we are 
already in timber management, as such. To what degree, of course, I 
couldn't answer. But I think that the technical assistance would come 
relatively easily, since we have the people and the knowledge, and, of 
course, the industry does have that knowledge. We know miat to do. 
The shame of it all is that we know what to do today to the. land, .the 
lands are there to yield the needs we will have in the future, and 
I fear that, in looking back, if we should not participate in trying to 
produce these timberlands, we are going to be in much the same shape 
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we are in, in energy some 20 or 30 years from now, and find the same 
criticisms offered, perhaps, for our lack of movement. 

Mr. Anthony. Well, I am especially glad to hear you make that 
comment, because that is a fact that I have been talking about for 
some time. We ought to learn from our energy crisis, and we know WG 
could have a wood fiber crisis and we ought to be about our business 
of trying to straighten it out. 

I think that is exactly what Mr. Huckaby did here. You hit a very 
strong point, I think, the fact that this is only a partial solution, and 
this is one step and it is going to take a lot of other efforts to do it. 

I would like to try to tap your expertise. We have had a little dif- 
ficulty in establishing any figures for tlie record on these questions. 

How much does standing softwood sawtimber fully stocked sell for 
in Arkansas now in your competitive region ? 

Mr. White. The range is rather broad, because you have the logging 
aspects of it, and, of course, accessibility and local market conditions. 
It IS a free-enterprise thing. 

I suppose the lumber industry we are in is as close to free enterprise 
as you can get, it is strictly supply and demand, so, of course, the prices 
of the product at the time depend on the product you are marketing, 
the location of the timber, the cost of logging that timber, the distance 
to the mill, the quality of the timber itself 

So, I am sure the difficulty you are encountering is one of trying to 
define how much an acre is worth or how much a house costs, for 
example. You have to qualify it so much that it loses its meaning, 
perhaps. 

The range that I am familiar with, and these are certainly extremes, 
are from $150 to $300 a thousand on a log rule today. But, this, again, 
is just some broad range. You may find special uses for the product, 
such as poles and piling, which drive it up to really high {juality prod- 
ucts. And tlien you have the other side of the spectrum, sawtimber, 
where it is low quality, long distances from the mill, and highly 



So I think you will find all of us hedging a bit on this, not because 
we are unwilling to divulge the information, but rather because it is 
a real problem to define it. 

Mr. Anthony. It is a problem ; it is also a problem for the commit- 
tee, because it is a critical area that we do need to know about to be 
able to base some of the decisions on. 

I know as a young man growing up, it was selling for $35 a thousand. 
So we have seen some increase. Mr. Huckaby ? 

Mr. HuCKABT. You gave us a range of ^150 to $300 per thousand. 
Using a 35-year rotation period, at the end of the 35 years, if you had a 
good tract of timber out there today and you were going to clearcut it. 
how many thousand board feet would you get on the average, a range ? 

Mr. Wkfte. So oftentimes, of course, your thinning practices in the 
interim is the problem. 

Mr. Huckaby. I said if it was properly managed. 

Mr. WHrTE, Properly raaijagitd, with interim thinninp;^, ypuivpuld 
posciblv have 8,000 to 10,000 feet of log rule on high-class lands. It 
would be an extreme on the high side. 

Mr. Anthony. What was the figure ? 
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STATEKEHTS OF B. LABBT WHXETT, EZTEHSIOV 70KE8IEB, CTI- 

TZBsrrr of abttawbas , m ohticello, a>d ds. b. a blacduv, 

DIBECTOS, forestry DEPASTMEHT, mZVESSITT OF ABKAM8AS 

Dr. WoiETT. I will be maldng the statement for the nniTersity. the- 
department of torvstry. and also for the Extension Service at <Hie time. 

My name is Larry Willett, Exteoiion forester and assistant profe^ 
hor of forestry. 

Much of what I vas going to cover has already been talked about. 
Dr. Jtmtrn gave rewurce figures. I think I will start summarizing on 
paut 6 of my f>re[fared statement. 

We can summarize Vn- saying the private nonindustrialized land- 
owners own one-half oi the commercial forests in the United States, 
and they have the V»est potential for increasing production by better- 
management of their properties. 

The timber inventorj- we now have gives us some leadtime to bring- 
this land into production, but the time we have is about to grow short. 
On the average it's going to take us about ZO years to grow a new crop 
of t-awlogs or pine plantation. The current supply-demand situation 
an it now is indicates we don't have much longer than this before we- 
fetart feeling some shortage. 

So we feel like it is in the public interest to encourage an accelerated 
effort to begin to get this thing into production before it is too late. 

There are a nuitmer of groups and agencies that cooperate with the 
Kmall landowner. Technical assi-stance Is available from State forestry 
agencies, the U.S. Forest Service, the Soil Consenation Ser\'ice, and 
the forest indusfry's landowner assistance programs. The universities 
and the Extension Service, primarily, provide education and training, 
father groups, such as State forestry associations, provide information 
and a common voice. Research is conducted by universities, the Forest 
Service, and other agencies. Cost-diaring is provided through tie- 
forestry incentive program. 

We feel like the Forestry Loan Act of 1979 would address several' 
additional key issues which have been identified as obstacles to forest- 
management. The act would provide investment capital for improve- 
ments, and it would make possible a planned cash flow to meet annual 
«xx>enee9 of the landowner. It would foster the adoption of good' 
forestry practices by requiring that a workable management plan be- 
developed and followed. It would encourage the landowner to secure 
the services of forestry consultants to help him maximize his produc- 
tion end returns. 

The Forestry Loan Act of 1979 seems to be very much in the public- 
interest, since inmiediate efforts are needed to remedy a foreseeable 
shortfall in the Nation's supply of affordable timber and wood' 
products. 

There are several points about the act that seem to deserve special 
mention. 

First, there miirht be a question of whether of not forests could be 
managed under either an even aged or uneven aged system, and stilf 
be eligible to participate in the program. The management system to- 
be used should reflect the tree species involved, the present stand con- 
dition, and the objectives of tlie landowner. Either even aged or uneven 
aged management should be permissible, so long as tlw ftrest is under- 
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a workable management plan. The selection system, which is uneven 
management, is used now quite commonly in giowing forests. Work at 
tlie U.S. Forest Service experimental forest has shown that uneven age 
management works quite well in Southern forests, with pine, mixed 
pine and hardwood forests, 

For a sustained yield, even age management might be the best thing 
for a small landowner, who has mavbe 40 aci-es. This is not big enough 
to set up a cutting schedule that allows him to cut every 5 years on an 
■even age system, but he might be able to cut every 5 years on a selection 
uneven age type system. It might be possible to build up a rundown 
:Stand that already exists much faster than you could start a stand from 
scratch. Forest service work has shown that in a period of time, a run- 
down cutover stand could be built up so that it furnishes a sustained 
yield of maybe 500 board feet per acre. This is a high site index, 80 to 
85, or 85 to 90. maybe a little higher than the average, which is prob- 
ably 75 to 80. But you could anticipate a good yield every year on a sus- 
tained yield system. 

So the uneven age management has some good points about it. 

Second, some provision may need to be made to protect the land- 
owner in the event his timber crop is destroyed. We already brought 
■out you don't intend to encumber the land, the loan will be secured by 
the timber with an insurance program. This would be ideal. It wouldn't 
be fair for a man to lose his timber through no fault of his own. After 
all, there are a lot of risks here, fire, ice storms, a lot of things that can 
destroy his timber at an age where it is too late to start over and get a 
■ crop out of it before the loan is due. So there needs to be some protection 
for nim. 

Our last comment is that agencies or groups which are involved with 
small landowners should be urged to publicize the Forestry Loan Act 
as much as possible. This program is designed to be an incentive to 
make timber growing more attractive to the small landowners, and to 
make forestry an investment that produces a regular income. Timber- 
lands have always been a good hedge against inflation, a good invest- 
ment, but it doe's have the disadvantage of not producing an annual 
regular income. 

Now this act will remedy that. It will be pt^sible to invest in timber- 
lands and count on an income every year. This might draw some 
investors who had not been buying timberland before. It wouldn't be 
fair if they were allowed to buy up this timber, change the land owner- 
ship patterns and benefit themselves. So in order to maintain the family 
farms and timber ownerships, this group of owners need to be made 
aware of this program, learn that they themselves can get into the pro- 
gram and can get an annual regular income and get the capital they 
need to make the best of their land. 

I think this responsibility lies especially on agencies such as the 
Tpxtension Service, the State forestry agencies, and the Soil Conserva- 
tion Service, which are all in direct contact with small landowners. 

Thank you. 

Mr. Anthony. If you have no obiertioti. Dr. Willett. we will offer 
yonr entire statement for the record. We do thank you for going to the 
meat of the subject. Mr. Huckaby 1 

[The prepared statement of Dr. Willett appears on n. 212.1 

Mr. Htjckabt. Did I understand you to say you feel that the average 
acre of land here in southern Arkansas, in our part of the country, 
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with proper management, whether it be even or uneven growth, coold 
yield 500 board feet per acre ? 

I>r. "WiLLErr. That is probably a little more than most people wonid 
get. This is once the land has been built up. Just looking at the public 
mformation in the exeprimental forest, that is what they get. 

Mr, HucKABT. Where is that ? 

Dr, WiLLETT, Crossett, Ark. I don't think that 300 to 400 board feet 
per acre per year would be at all ridiculous to expect, I think that 
would be quite likely; that is my feeling. Five hundred on better land 
could certainly be attained. It has been shown you can get 500 board 
feet per acre. 

Mr. HfCKABT. So we are talking about the land growing in value, 
from $200 per 1,000 to about 300 to 400 board feet per acre per year? 

Dr. WiLLETT. Yes: that would be once the land is in good shape. If 
you start with cutover land, you expect to get less at first, because you 
save the growing stock, and iust remove the brush. At first you might 
not get much at all. But over say a 40-year period you would probably 
average between 300 to 400. You might s-et 250 to start with, depending 
on the condition to begin with, and maybe 500 later. If it is not quite as 
good land, that woi.ild drop the figure, of course. 

Mr, Hdckabt. Thank you very much, 

Mr. AsTHONT. I would like to ask you for possihiv some future 
assistance for the record. In your testimony you state that the rate of 
return is low on forestry investments. We all know the problems, and 
that is what this bill is trying to address, that problem of not providing 
the capital investment because of the long-term return. But you say on 
especially poor sites, with high interest rates — we do not know that 
the Federal discount rate is 9^ to 10. which means the national banks 
in the State of Arkansas will charge 11 percent. I guess we all consider 
that to be hiirh interest rates. But you said "The rate of return is low 
on forestry investments, especially on poorer sites, and high interest 
rates for long periods may not be recoverable." 

I think that is an important factor and I think we are all very 
cognizant of that. 

What I would like to ask you is if you would be willing or do you 
have the capability at the university to do some cost analysis study 
of some lands that you have available, mavbe of the Crossett lands, 
or maybe some other poorer lands in this region, to kind of give us 
an example, kind of a cash flow chart to see maybe where our break- 
inrr point is t 

Dr. Wit-LETT. This miffht be possible. I think that probably the For- 
est Service has published information on the Crossett Forest now. Mr. 
Kevnolds has been working there since the 1930's and has published 
a lot of information like that. You could brine it up to date with 
current prices, I think, I could tell you that the extension service 
just as an average pavs that vou mi?ht be able to get about 6 percent 
of voiir investment in northern ArVansas and about 8 percent in 
southern Arkansas on forest land. This is vonr annual mte of return 
pompnivfl to the amount of money you have tied up in growing stock, 
if ■""u hnve n sustained vield. 

Ml-. Attttiow. Six percent in northern Arkansas, and 8 percent in 
sonthe"^ Arkanons. 

Dr. Wn,i.ETT. That is just an average, now. 
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Mr. Anthont. I understand. You are quoting those figures from 
what State? 

Dr. WiLUiTT. Arkansas. The Arkansas Extension Service would 
say tliat if you asked. That is the best guess we can come up with. 

Mr. HucKABT. Would the gentleman yield ? 

Mr. Anthont. Yes. 

Mr. Hdckaby. "What value did you place on land in southern Arkan- 
sas in arriving at this? 

Dr. WiLLETT. This is only on your timber crop. Say you own the 
land already and have timber growing on it. You can make 6 percent 
of the value of your growing stock in northern Arkansas, or about 8 
percent in south Arkansas. 

Mr, HucKABY. I don't understand that. 

Dr. WiLi.F.Ti. The timber you have there 

Mr, HucKABY. We just established you can expect $80 per acre per 
year. We have heard earlier this morning you could plant for $100, 
including site preparation costs. 

Dr. WiiLETT. Say by tlie time you got the sustained yield, so you are 
getting $80 per acre a year you have standing timber there that would 
be worth, maybe 8,000 board feet at say $200, so you might have $16,- 
000 worth of timber standing on the land. Each year it is giving you 
about 8 percent back — 8.000 Doard feet is probably a little nigh, let's 
say 7,000. You might have 14,000 board feet of timber standing on the 
land. You could cut all of that timber and put it in the bank and 
draw whatever the rate is. 

Mr. HucKABY. Is your 8 percent a return on dollar investment or 
an 8 percent growth factor! 

Dr. WiLLBrr. It is a return on the standing timber. It is hard to say 
what your return is on your investment, because you have inflation 
at the same time. You have a certain amount you must invest to get 
this out. This figure would chiefly be on standing timber that is there, 
the value you have in standing timber can produce about 8 percent a 
year. Tliat would be about the return. 

Mr. HucKABY. Could you submit that study for the record ? I just 
can't believe that; that figure has to include the land value, I mean 
you are operating in the whole on your investment if you don't do 
that. 

Dr. WiLLETT. Would you let me check on that? I wasn't prepared 
to talk about returns, really, and I am pulling this out of my head. 
So I would like to check on that. 

Mr. HcrcKABY, All right. How much doe« land sell for in southern 
Arkansas that could be put into timber production, that is not in tim- 
ber production today? I am not talking about a solid established 
cutnver timberland. 

Dr. WiLLETT. I really couldn't tell you. I don't have enough experi- 
ence to fnv& you a (rood answer to that. I dont believe. 

Mr, HrrcKABY. il!300. $1,000. $1.S00? 

Dr. Wn.LKTT. ProbabTv $.300 to $500, somewhere in there. T would 
rather you ask one of the neonle here -from a comnany that is buying 
land, I dont really know. I would say $300 to $500, probably. It could 
be that. 

Mr. Httckaby. Apnroximatelv $500. And if you invested this $.^00 
to purchase the land and put it into timber production at another 
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$100 cost, that would be $600. Is that correct? You would have a fixed 
investment, and then over a 35-year period I think we said earlier we 
could expect to make $80 per acre per year for 35 years on the average* 

Dr. WnxETT. Right, average, 

Mr, HucKABY. That is more than 8 percent, including the land 
value, because $60 would be 10 percent. What I am trying to estab- 
lish here is, I think, a timber investment is a little better deal than a 
lot of people think, if they look at the long-run returns. 

Dr. WiLLETT. It is a good investment, particularly if you own the 
land. Myself, I wouldn't buy any land, probably, just to plant trees 
right now unless I was considering the fact that land is a good in- 
vestment anyway. That is just the way I feel about it. 

I think I am getting into an area that is not mine, I am not an 
economist. 

ilr. Htjckabt. Thank you. 

Jlr. Anthont. Dr. Blackman. do you have a statement ? 

Dr. Bi^cKMAN. Thank you. I am Bob Blackman, head of the de- 
partment at the University of Arkansas. Monticello. Dr. Willett has 
given the formal prepared statement for the department, but in ref- 
erence to one of your earlier questions and perhaps to the one that 
is being asked now, I would like for the record to offer the assistance 
of the department. Speaking for the university system, we do have 
economists in our departments and economists in the agricultural ex- 
periment station who, I am sure, can be of assistance in providing 
somp of these economic analyses. 

We would be happy to work, if this is enacted into law, on any other 
aspects of management plans or land productivity evaluations, what- 
ever we have expertise in, we would be happy to offer our services. 

Mr. Anthont. We appreciate that very much. 

Dr. WiLiJiTT. Mr. Huckaby, in making quick figures here, based on 
6,000 board feet standing, $200 an acre, if you got $80 back a year, that 
would be a W percent return, based on the timber only, not the value 
of the land. So you would be right With intensive man^^ement you 
can make a much better return on the value of the timber stand, and 
a pretty good return on your land, plus timber, I believe. 

Mr. Anthony. Thank you very much. Not only do I appreciate 
your participating today, and giving us your valuable testimony, but 
I want to also applaud you for the commendable work you are doing 
in the forestry area, and I encourage you to continue the fine work. 

[The prepared statement of Dr. Willett follows:] 



The Bareaa of CensTis projects that despite tbe declining blrtbrate, the popo- 
latlon of the United States will Increase by 84 million dnrlns the next SO 
7ears[ll]. The middle-aged segment of the population^ — the groirp with the 
highest Income and the greatest demands — will Increase snbstantlfllly. The 
Bnrean of Economic Analysis projects that the gross nattonal product will 
donble by the year 2000 and will be 4% times greater by 20S0[6]. Although 
eeirlces will make up a greater proportion of the GNP, the economy will atUl 
require tremendons amonntB of raw materials for maon&ctnrlnK and construc- 
tion. Blslng along with the GNP, the level of per capita disposable personal In- 
come Is prolected to be abont 8.4 times the 1977 level[ll]. Therefore, In fifty 
j^ars, the Nation la expected to have a population of 300 million with mudi 
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greater pnrcbasias power tban today. IncreaseB In dlspoeable personal Incom* 

are correlated witb Increases In demand for resources. 

Wood has a number of advantages In a time of caw material shortaKes, rising 
energy prices, and concern for the environment Unlike substitutes sucli as steel, 
aluminum and plastic, wood is a renewable resource. In addition, wood can be 
processed witb lower energy demands and relatively Lttle adverse envlroiiniental 
eftecttS]. As an example, it takes four times as mucb energy to process steel for 
construction use as it does for an equivalent amount of lumber. An equivalent 
amount of aluminum mould require 20 times as much, energy. Tlie use of wood 
also results in less air, water, and soil pollutioa. £^ressed as a pement of the 
1&70 seUing price, the poUutlon cost of processing timber la 2 percent, steel d 
percent, aluminum 28 percent and concrete 48 percent 

Although we huvo enjoyed a surplus of timber in recent years, Indications 
are that our growing population and increasing per capita demands will soon 
cause us to use wood at a faster rale than we are currently growing It. Lumber 
consumption la expected to increase from 40 billion board feet iii 1977 to 61 
billion in 1890 and 74 biUion by 2030[lli. Demand for plywood is eipected to 
be 40 percent greater by 1S90 and 77 percent greater by 2030. Nearly three times 
as much particle board and hardbnard will be needed in 50 years. Pulpwood 
demand is eipected to increase from 75 million cords in 1977 to 105 million in 1990 
and 172 million in 2030. 

It is often reported that we have a gigantic surplus of hardwood, and in a 
sense we do. Projections under current conditions indicate that we have a surplus 
of hardwood through 2000, but increasing shortfalls thereafter [11]. However. 
many of the growing stock trees are of low quality or of less desirable s|>ecles. 
In 1970, about half the hardwood inventory was in trees 5 to 11 inches in di- 
ameter, while 40 percent was 11 to 19 inches in dlameter[l]. Nearly two-thirds of 
the total inventory was In species which are considered "less desirable" for high 
quality hardwood products. Annual removals have been at or above the rate of 
annual growth of the most-preferred hardwood materia) in recent year8[61. 

In regard to softwoods, the basic construction material, large increases In de- 
mand and modest Increases in supply arc projected [11]. The rate of barvest in 
the Pacific Northwest currently exceeds the rate of growth because of the neces- 
sity for utilizing overmature old-growth stands before they are lost to mortality. 
Once this overmatnre timber is cut. the center of softwood production will shift 
to tbe South, where trees can be grown faster. However, the South's surplus of 
pine growth over cut has been shrinking. For Instance, officials of the Te:ca3 
Forest Service calculate that a volume equal to annual pine growth is now being 
harvested In that State. 

At the same time that the demand for timber has been rising, the forest land 
base has declined. During the 1950's, commercial forest acreage Increased in the 
United States. Since then, It has been decreasing as forests are converted back 
to agricultural uses and land is lost to urban expansion, roads and highways, 
wilderness areas, and reservoirs. From 1970 to 1977, commercial forest acreage 
declined from over 500 million acres to less than 488 million, a decrease of nearly 
13 million acres In seven years[10]. The loss of acreage Is esi)ecially serious In 
regard to bottomland hardwood forests. In Arkansas, for example, only 2 million 
acres was left of the original 10 million acre forest of the Delta Kegion In 
1970[4]. The remainder was being cleared for agriculture at the rate of IGO.OOO 
acres annually. In Arkansas as a whole, 2,6 million acres were diverted from 
forest to other uses In the ten year period of 1959 to 196917]. Half of the loss 
was In the Delta. Although Improved timber management practices resulted in a 
net Increase in growth over cut statewide, about 30 percent of Arkansas' counties 
had a growth/cut deficit during this i>eriod. 

Despite the uncertainties of the projections. It seems fairly certain that the 
demand-supply situation is going to mean continuing substantial Increases In 
Btumpage prices and for most wood products. The Increased demand for wood 
might be met from three sources : more imports, better utilization, or greater 
production. Ignoring for the moment our need to maintain a balance of trade, 
Canada and the tropical countries have an exportable surplus of wood. However, 
much of the underutilized timber ^ese^^■es In these countries are In less accessable 
areas and so higher production coats will require higher prices for the products. 
Some increase In Imports will certainly occur, but this will be relatively small In 
relation to total demand [6]. 

Substantial Increases In supply can be achieved by Improvements In utilization. 
Top and limb wood, smaller trees, and less desirable species conld be snbstltuted 
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for some prodacts. Waste conld be reduced throngh tecbnologtcal advances andi 
as thinuer saw kerfs, improved milling and drying techniques, and better methods 
of BSlvBgisK waste. Forest Service estimates are tbat after allowing for in- 
creased yields and improved utilization, the demand for timber products «m- 
rerted to roundwood rolnme still rises from a total of 13 million coble feet in 
1977 to 20 billion in 1990 and 39 bilUon by 2(eO[U). Most of the anticipated 
Increase la for pulp products. 

Since imports and improved utilization cannot satisfy the projected demand, we 
must look to increasing tiie productivity of our forests. According lo 1970 flgnree. 
commercial forest made np 22 percent of the total area of the United Slates, «r 
about a half billion acres(t]. Of this, governments owned 28 percent of the com- 
mercial forest land, forest industry about 13 percent, and private nonindustrial 
owners about 59 percent. The average growth per acre on all ownerships was 
estimated at only .jl percent of the potential growth In 1970. Looking at the 
National Forest System as a whole, growth was about 41 percent of potentiaL 
This is not an indication of poor management, but rather it relects the fact that 
the Xational Forests include rplatively large amounts of mature timber, es- 
pecially in the West, and that Forest Service multiple use poals include non- 
timber uses such a.= water, wildlife, range and recreation. Forest industry lands 
were yielding 63 percent of their potential. Farm and miscellaneous private lands 
only grew about 50 percent of their potential yield, however, 

■X study by the Forest Service and the Forest Industries ConneO shows that 
there are economic opportimities for intensi^ing management on 32 percent of 
the Nation's forest acreslll]. Alost of these opportunities are concentrated In the 
Sonth. and include nearly two-thirds of the commercial timberland acreage for 
this region. The study further indlcaies that overall. 74 percent of the OMJor- 
tnnitles for improved management are on nonindu.^trial private ov.-nershlps. 

In sumuiary then, private nonindustrial owners control well over half the com- 
mercial forest acres in the Fnited Stares and have the best polential for increas- 
ing production through better forest management. Regardless of the yield and 
industry forests, eventually there will be a need for the timter produced by the 
approximately 4 million private ownerships. These lands include some of the 
most productive sites and they are jteiierjily acce.ssiiile to good roads and close 
to markets. The timber inrentnry we now have gives us some lead time to bring 
these acres into jwriduction. but time is growing short. On the average, it will take 
about 30 years to grow a crop of saw logs in a jane plantation in the South. The 
supply and demand picture Indicates that we proliably don't have much longer 
than that before we )>egin t<> feel a shortage. It is clearly in the public interest to 
encourage accelerated efforts before it is too Inte. 

A number of factors have discouraged management of private nonindustrial 
forests [2. 3. 5- S. »]. In many cases, the small size of the tracts makes equip- 
ment and similar fixed costs too high in relation to the volume of timber pro- 
duced. Small siie also may cause problems in finding buyers for products and 
vendors fur management operations. Frequency of ownership changes is a prob- 
lem, ^nce new owners may cut heavily to recover caj^tal and heirs may have 
til sell In order to pay estate taxes. The rate of return is low on forestry invest- 
ments, especially on poorer sites, and high interest rates for long periods may not 
be recoveraMe. In addition, there Is usually a long time !ag between investments 
and returns, and income is irr^ul.ir while taxes and management and protection 
costs are annual expenses. Throughonr the life of the stand, there is the risk of 
loss due to Are. insei'ts. disease, or other agencies. Tax laws are burdensome, 
since is pianie;!. tended, and harvested like any other crop bnt it is generally 
subject t'> ad val.'rem taxes. Adequate insurance and credit prtKnums are often 
una vailable. Technical forestry assistance isnot readily available to some owners. 
Many forests, including many in northern Arkansas, are clogged with low grade 
material for which few markets esist. 

In a report pr«varecl for the Xational Commission on Materials Policy, former 
Chief of Fore:;t Service Fjjward Cliff made the following c<inclusions [21 : 

1. A major effort by public and private interests Is needed to capture the un- 
tiKd poteoTial of nonindustrial private lands. 

2. Time is of the essence, bet^use 15 to 30 years will be needed to Increase the 
timbw snpply significantly, while projections Indicate a snw>ly-d^iiand Imbalance 
within 30 years or so. 

S, A coortinaied array of actions is needed, including Incentives, Investment 
tODdlns. technical assistance, waste reduction, pnUic InvtJrement. forest protec- 
tkn, and ceseardi. 
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4. Experience ^ows Uie task is not impossible. Technical Icnowledge Is avail- 
able and institutional programs are working effectively. Wliat ia needed is a na- 
tional determination to talce action and teamwork between tlie States, tlie Fed- 
eral government, and the private sector. 

5. The need for action is widely recognized and there is a high level of interest 
and support. 

Currently, there are many groups and agencies cooperating with the small 
forest landowner. Technical assistance is available ITrom State forestry agencies, 
the U.S. Forest Service, the Soil Conservation Service, and forest industry's 
landowner assistance programs. The universities and the Extension Service, in^- 
marily, provide education and training. Other groups, such as state forestry asso- 
ciations, provide information and a common voice. Research is conducted by 
universities, the Forest Service, and other agencies. Cost sharing is provided 
through the Forestry Incentives Program. 

The Forestry Loan Act of 1970 would address several additional key issues 
which have been identified as obstacles to forest management. The Act would 
provide investment capital for improvements and It would make possible a 
planned cash flow to meet annual expenses of the landowner. It would foster the 
adoption of good forestry practices by requiring that a worliable management 
plan be developed and followed. It would encourage the landowner to secure the 
services of forestry consultants to help him maximize his production and re- 
turns. The Forestry Loan Act of 1979 seems to be very much in the public inter- 
est, since immediate efforts are needed to remedy a foreseeable shortfall in the 
Nation's supply of affordable timber and wood products. 

Several points about the Act seem to deserve special mention. First, there might 
be a question of whether or not forests could be managed under either an even 
aged or uneven aged system and still be eligible to participate in the program. 
The management system to be used should reflect the tree spfcies involved, the 
present stand condition, and the objectives of the landowner. Either even aged or 
uneven aged management should be permissible so long as the forest is under 
a worliabie management plan. 

Second, some provision may need to be made to protect the landowner in the 
event his timber crop is destroyed. During the 30 or more years that a stand ot 
trees is growing, it is subject to destruction by wildfire, insects, disease, ice 
storms, tornadoes, and other forces which cannot be prevented by adherence to a 
good management plan. When something happens to a young stand of trees, there 
might be time to replant and grow a crop of timber to maturity before the loan 
is due. However, guidelines need to establish a policy in the event an older timber 
crop is lost through no fault of the landowner. He cannot hope ot get back on hia 
feet by having good harvests for the next year or so, since his crop takes many 
years to mature. It is not fair that he should risk losing the land that secures 
his loan because he will have no income for years after the loan is due. Already, 
one commonly- voiced objection to practicing intensive forestry on private nonin- 
dustrial forests relates to the difficulty of obtaining affordable Insurance on tim- 
ber from commercial sources. 

A last comment is that the agencies or groups whi<^ are involved with small 
landowners should be urged to pubUcize the Forestry Loan Act as much as pos- 
sible. This incentive is designed to make timber growing a more attractive Investr 
ment and one that will produce a r^ular income. It should not be allowed to 
benefit speculators and change land ownership patterns. In order to help main-, 
tain family farms and timber ownerships, this group of owners needs to be made 
aware of the program which is available to them. This responsibility will lie 
especially on agencies such as the Extension Service, the State forestry agendes, 
and the Soil Conservation Service which are in direct contact with small 
landowners. 
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Mr. Anthony. The nest witness is Jerry T. Davis, president, Davis- 
Forestry Corp. 

STATEMEHT OF JERKY T. DAVIS, PEESIDEHT, DAVIS PORESTET 
CORP., UOETICELIO, ARE., AND 7RESIDEHT, ARKANSAS CHAP- 
TER, ASSOCIATIOK OF CONSHLTIHO FORESTERS 

Mr. Davis. Mr. Chairman, members of the subcommittees, ladies- 
and gentlemen : For the sake of time, since we are almost infringing 
on lonch, I will make this brief and get down to the nuts and bolts or 
my paper, and I do request that my paper be accepted and printed as is. 

Mr. Anthont. Without objection, your entire statement will be ac- 
cepted for the record. 

TThe prepared statement of ifr. Davis appears on p. 221.'] 

Mr. Davis. My name is Jerry Davis. I am president of Davis Fores- 
try Corp., and our home office is in Monticello, Ark. My primary re- 
sponsibility is the management of the forestry service and consult- 
ing business that provides various consulting forestry, forest man- 
agement, forest appraisals, silvicultural contracting, reforestation, and 
other special and custom forestry and forest resource development 
activities for the private nonindustrial forest landowner, tree farmer, 
forest industries, bank trust departments, and any other clients who- 
might have a. forestry or forestry related problem. 

I have 25 vears of experience, I am a graduate forester licensed in 
the States of Arkansas, Oklahoma, Mississippi, and Alabama. 

Our company has a staff of over 50 graduate professional foresters- 
providing forestry services to the private sector in more than seven 
of the Southern States. 

I am president of the Arkansas Chapter of the Association of C<»i- 
sulting Foresters. Membership in the ACF dictates the highest profes- 
sional, ethical, educational, and forestry business competence since- 
ACF members must stand the acid test by surviving and developing a 
private professional forestry business in the real world of satisfactory 
business conclusions. 

In principle, I do support the intent and approach of the bill. On 
the surface it seems like the private landowner is not producing as 
much timber as he should be, but there are reasons that be is not doin&r 
this. ^ 

Most of the timberland owners are making their decisions to best ful- 
fill their present economic needs, as we all do. If there is to be a change- 
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m this direction, which all of ua seem to agree is needed, there are go- 
ing to have to be some economic conditions changed, 

I will address the main subject in just a second, but I would like 
to say tliis : the Internal Eevenue Service Code with respect to timber is 
unnecessarily ambiguous and complex. I am sure we all know that. 
Some of these complexities concerning depletion are probably neces- 
sary. Capital gains, of course, we know is very important. And along 
witli irregular cash flows and inflation takes a double dip from the 
landowner. 

There is another small problem, selective harvesting of lump sum 
sales for the ti-ee farmer gives him an unnecessary risk of losing capital 
gains. This could be clarified considerably. It is a problem. 

The fact that long-term reforestation and silviculture practices have 
to be capitalized, robs the tree farmer of an opportunity to deduct 
significant parts of his investment. There could be a very important 
two-tiered approach to this problem. 

First, actual tax credit for part of the cost of cultural practices. 
Second, the remaining cost could be expensed, which would give the 
private landowner much favorable incentive to practice silviculture. 

I would like to say this, that we see a trend of the erosion of land- 
ownership from private uses, conversion, urban, roadway, agricul- 
tural, and recreational uses, and also small private ownerships are 
steadily being bought or leased for very long terms by corporations. 

I am not saying this is necessarily ba^, but I do think that the dis- 
tribution of wealth and economic power is ibeing gradually concen- 
trated in fewer hands. And I think one of the underlying strengths of 
this country is the broad base for the distribution of power and wealth. 

Policies which encourage concentration of power and wealth are 
•not generally beneficial to this country. 

Second, the broadest possible range of landownership will provide 
the greatest complexity in response to changing economic circum- 
stances. And certainly the maintenance of ownerSiip of lands by the 
large number of individuals is a desirable goal. 

Moving on, I would like to make some conclusions, and I would like 
to leave the subcommittees with the following thoughts, which I 
would be pleased to discuss now or at a later date. 

(1) The development of the private nonindustrial forest land is a 
private task. It should be accomplished by the private sector by utiliz- 
ing the assets, innovative ability, and professional energies of the 
private sector. I think that if you deeply analyzed the various forestiy 
programs over the past 30 ye^rs, we could see, by the lack of enthusi- 
■asm and the right stimulus of the private sector, the private nonin- 
dustrial landowner has not been reached. I think if the tree enterprise 
segment were harnessed to do this, it would be helpful, 

I would like to say that the loan bill will not be a magic wand to 
solve the private nonindustrial forest development overnight. Keep 
in mind the need for special tax relief, investment credits, more favor- 
able inheritance tax, are really needed to motivate and stimulate a 
dynamic and significant forestry program on the private nonindustrial 
"forest lands. 

Third, consider past forestry programs, controlled and adminis- 
Ttered by tlie State and Federal agencies, which have repeatedly failed 
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to Dcoomplisli any signiBcant impact tm the priTate noiimdnstm! 
fot\^#t lanils. 

I am not picking on the ai:enci«s. thi? is just m fact. I would sar 
do not start a private soctor tlim^ and then smother its derelopment 
W loitim; any ^^vemnienta! a^nor div^ate its death by red tape, un- 
ibwssary hur>.ties, and lutewarm enthusiasm. 

Nesi.civo the privaie londinc institutions the opportunity and re- 
six>ns;bihty of I'.ovelopinj; an.I Hsinir a professional approral list 
ovmsisinjr of only forwtri- pi\>fesisiona!s who have the hisnest quali- 
fications to pn-vido the pr\>*essional forestry efforts neceesair. 

T.asi. sruvlv otiuT loan pttnrranis, suoh as tiie SBA. FmHA^ and the 
tV,-,:ra> isr.A '-vmk li>ai\ prw^irains. I have been ir.voIved with, those 
for r.-.any yesrs. Ir. fs.-t, I worketl on one ot tlie nr?i that was «m- 
d-^iliM ;:■. Arksr.sas s*T.!e :."i or If year? a^ro. The reason for analyzine- 
tha; is r»' a~a">Te tV.e i:nnrxvssary rvdiape. bottlciieeks, the nnneces- 
sary r.T:rvi'n-s wV,:ch iinvi :o <i:io."jnu;e t^e prc^ram and attempt lo 
s^r.-.r "•.(>- ar.d s:Tva:"-'ir.? ti»>?t' ptvvedures in order to eDeonrmgr rather 
th*:i d'.s,v.;rsie no; or.:y the appHoatioc. btit the implementation of 
the "oar., 1 :h!r.s ;har s(^> I'.iiv.y of onr ro'iioLr* snd proerams havie bfen 
;hiX'rv:;,'a";'y ,vrr>:v:, :hey have Iven iaseti on zixumtains of scientific 
i-.*:a rvrt»;r.:r^ t*"" toiv^ry. Mt where the prvCTam coes wnme is in 
:he €V!CTy.ixv r.-.:Ts ai^i S>"rs of imp^esKntatioaT I thick liat the most 
:";v-r»r.t tXvtcr h-i-rv- is That this is a para::jouz.t pn>c>4ein few the 
I'rriti---. :i^?.:es. .v-s;icT-ir^ wherv- we are in eEercr. coosoerins thai 
■.: is a rriiTi;; ^vCv'^r tt*:*':---.. rerrestr-Tir^ scoc rr' or ?•> percent of 
-hf rr,-vi-^.-c:v; :v.v,>~aT,.^ ir, :he I r.itM Scales he-iriy .lonm^led 
rrxi;- ".y cy r.';.-^?; i'? Jess i"-* :o ? niil'iiK: Kvpl-e. wh-j each have a little 
ci'fiTY-r,: -^^- 

; ;h-,- i :>Ji; :h-; '.m- hts :h:- jvesri'iiy of sacth:^ ibe £iss aep to 
^3ir-.•;"!^7- :hf 7-T-f-i:* -■:c-.-.-,r.:s;ria>.s!?i fi-wsc 'ar:i. i: .■ar»ot far ^mh^ 
j:rf.^. ":::: tlv ''^i-.? Jrv,^ ;*r. icr: of |:?^ia^ ihf skiiis to ssc a momnent 
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I for one have never sold any of my client's timber for $15U in the 
current market today. 

Mr. Anthony. You have gotten more ! 

Dr. Davis. Certainly, $300 and over. 

Mr. Anthony. I take it, then, you would like to see as part of the 
pilot plan the option to sell timber at its peak and not be requiied 
to sell on its low? 

Mr. Davis. Certainly, I think this is the main advantage of the free 
enterprise system, and one of the great advantages that needs to be 
analyzed very carefully, not only from an agency standpoint, or from 
an industrial standpoint, the marketing and representation of the 
private nonindnstriiu landowner is a different animal, if you please. 

It operates in the free market system, and every advantage should 
be considered for that private landowner. If he is going to borrow 
money, mortgage the timber, purchase insurance, and what-not, he 
needs to operate this in a real sound business manner. 

This is why I say you need to recruit as much information as possi- 
ble from the loanmg institutions themselves and the free enterprise 
people who work in this complex market. 

Mr. Anthony. I would like to ask a few questions about your pro- 
fessional. One of your other conclusions was to provide a pro- 
fessional approval list. What training do consultant foresters receive 
in forestry economics or forestry financing ? 

Do you feel they would be qualified in this particular area? 

Mr. Davis. Yes; I think if anyone is qualified, the consultants are 
qualified, because we have to deal with this problem consistently. We 
have to stay current or we cannot maintain our business, 

Mr. Anthony. Do you think we have enough consultant foresters in 
the business that we could have a list that would provide a good free- 
dom of choice? 

Mr. Davis, Certainly, To maintain our membership in the associa- 
tion, we have to take additional training each year, whether it is taxes, 
economics, et cetera. We feel that again we are not picking on the 
agency people, but we don't feel like the ability to get a job with an 
agency is of the highest credentials, when you get into the economic 
field of today's business of borrowing money, working with manage- 
ment plans and then in 30 years reaping the benefits, 

Mr. Anthony, Thank you, Mr, Huckaby? 

Mr. HucKABT, Thank you, Mr. Chairman. Mr. Davis, you briefly 
touched on an extremely important point with regard to this legisla- 
tion that I don't have an answer for right now, and that is the IKS 
treatment as far as annual cash flows are concerned, wliether or not it 
would be considered as a capital gain or ordinary income. I would cer- 
tainly hope it would be a capital gain. We will go to the IRS and get 
a rulmg well in advance of this legislation being passed, because cer- 
tainly that makes a significant difference to the people participating 
in this program. 

Mr. Davis. I think, if I might comment further, in the past I think 
that the private nonindustrialized owner himself has not been as acti ve 
in the lobby as he should have been. And I think again certainly not 
criticizing industry or anyone else, but frankly this is a new problem, 
as far as capital gains or inheritance tax or investment credits or 
straight-off expenses of some of these items for the tree farmer! I think 
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strong pressure should be made and i^ill be made by the nonindostrial 
prirate landowner, because his problem is unique, and the indostiy's 
problems are unique and they certainly are going to protect their 
situation. 

I d<Mi-t see there i= any conflict as Ions as we stratify the problem. 
and we are addresi^ing loans to the small private nonindustrial land- 
owner. 

So. as we pursue this problem, getting him the necessary capital frMn 
private lending institutions, we will start the mechanism, the American 
free enterpri.se mechanism, which will get the job done, 

Mr. HccKABT, Along those lines. let me make a couple of comments. 

This prc^am is designed to be set up with the initial option of the 
local bank making the loan, with a Govenment-backed guarantee. The 
banking organizations, independent banking institutions who testified 
before us felt they must have a Government guarantee. We feel we 
murt have insurance behind that to protect the Government, We hope 
we can go that way with most of these loans, rather than direct Gov- 
ernment loans through Farmers Home Administration and then sell 
bonds. 

We visited for many months now with such agencies as Farraeis 
Home Administration. The Federal land bank and senior officers from 
the Xew Orleans Bank vesterday offered very favorable testimonv for 
this, 

I have been working with the bureaucrats in Washington for a year 
and they weren't too favorable with the idea. 

You would be interested to know last January or February I met 
with the large financial banking community of N^ew York, like Chase 
Manhattan, Morgan-Stanley, these types of people, and they say if yon 
give ns loans with a 90-percent guarantee and package them in $25 
million deals, you have got all of the $25 million bills you want for 
this kind of program. 

So, the private capital is there, it could be totally done through pri- 
vate enterprise today if the mechanism existed to package these loans 
and get them to the large banking outfits, with the proper guarantees 
and insurance behind them. 

Hopefully, we can eventually move in this direction. 

Mr. Davis. This is exactly why T say for a free enterprise problem, 
working with banking institutions, I feel that this program should not 
be restricted and placed under the jurisdiction of any agency, because 
thev are not experienced. 

Again, I am not picking on anybody, I am saying this as a fact. I 
think if the nuts and bolts of this thing are put together right, and 
I have read the bill and talked with loaning institutions, as I say, and I 
have worked with the Federal land bank for years, and we have worked 
with insurance companies, and there is more possibility for the de- 
velopment of private timberlands than most foresters realize. 

The teclinical forestry community is not in tune with this compli- 
cated and swift-moving complex machinery of banking and financing. 

I think it should be carefully put up on this level, so that only the 
highest competent people are used in this type of situation. 

Mr. HuCKABT. Thank you. 

Mr. Anthokt. Thank you very much, Sir. Davis. 
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[The prepared statement of Mr. Davis follows :] 

Pbbpabed Statement of Jeebt T. Datib, Pmbident, Davis Fobsstet Cobp., Ai»n 

President, Akkansas Chapteb, Association or Consultino Fobbstkbs 

Mr. Chairman, members o( the committee : My name 1b Jerrj T. Davis, Presi- 
dent of Davis Foreetry Corporation and our home office is In Montlcello, Arliansas. 
My primary reBponelbtllty Is the management of a forestry service and consultlnft 
bDSiness that provides various consulting forestry, forest management, forest 
appraisal, silvlcultiiral contracting, reforestation, and otlier special and custom 
forestry and forest resource development activities for the private nonindustrlal 
forest landowner, tree farmer, forest Industrlee, bank trust departments, and 
any other client who might have a forestry or forestry related problem. 

I have over 25 years of experience, I am a graduate forester licensed in the 
states of Arkansas, Oklahoma, Mississippi, and Alabama. Our company has a staff 
of over 50 graduate professional foresters providing forestry services to the 
private sector in more than seven of the snutbem states. 

I am President of the Arkansas Chapter of the Association of Consulting 
Foresters— membership in the ACF dictates the highest professional, ethical. 
educational, and forestry business competence since ACF members must stand the 
"acid test" by surviving and developing a private professional forestry buMaees 
la the real world of "satisfactory business concluBlons". 

In principle, I fiuM>ort the Intent and approach of H.B. 4718 to encouraging 
more productive forest management practices on private nonlndustrial fCoeet 
lands. 

On the surface. It seem that the private owners are not generating the timber 
TOlames that will be desirable In the future. We must consider, however, the fact 
that these people are making decisions that best fulfill their present personal 
needs. These decisions are made by a vast number of Individuals, the result of the 
composite decisions of all of the people must be assumed to be a rational reaction 
to the current economic climate. 

If It la derirable to change the reralting composite decision, the most efficient 
and productive changes will have to be adjostmenta in the present economic en- 
vironment in which the current dedsions are being made. Certainly the avail- 
ability of long term flnandt^ is a paramount element, I will address thla main 
subject in a few n^nutes. 

I want to use this opportunity, however, to imlnt to a few areas where very 
substantial responses can be generated from very simple adjustments by the 
goveioment 

The Internal Bevenue Service Code, with respect to timber, la unnecessarily am- 
biguous and complex. Some comple^ties are probably neeeasary as in the case 
of deletion allowances. 

The business of capital gains treatment of income from the sale of timber Is 
of critical importance. Besides the normal obstacles encountered with timber 
production such as Irregular and deferred casb-tiows which cause unduly heavy 
Income tax burdens on Income from timber sales, the inflation factor really 
"double dips" the tax bite. 

Selective timber harvesting on small private ownerships la a most appropriate 
harvest method for the southern costal plain and, 1 suspect, many other regions 
of this country. Also, the sale of selected timber on a lump sum basis is the most 
profitable method of selling timber in a large number of cases. 

Selective harvesting and lump sum selling from a productive tree farm, how- 
ever, causes the forest farmer to run the risk of losing capital gains treatm^it 
on this timber sale income. This uncertainty should be eliminated. 

Investments in cultural practices in the forest are relatively more costly to the 
tree farmer than cultural practices In farms having annual crops because such 
expensive practices cannot be expensed ; they must be capitalized over a long 
term. Inflation, of course, robs the tree farmer of tie opportunity to deduct «ny 
dgnlflcant part of his Investment. 

A two tiered approach to this problem could substantially alter the Imple- 
mentatlnn levels of cultural practices. First, an actual tax credit for a part of 
the cost of timber cultural practices should be devised. Second, the remaining 
coat should be expensed at the time the coats are incurred. This approach wotild 
certainly make timber production more attractive to the tree farmer. 

With respect to the question of the loan program being addressed at this meet- 
ing, there are several basic facts of our economic system that Indicate that this 
approach may be Bound. 

BS-03O— 79 15 
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First, the current trend Id landownership Is the gradual erosion of prirate 
ownersbipa by land use ponveraion (urhan, coadwajs. agricnltural, and recre- 
ational uties) and by changlug ownership patterns. Small private ownershlpa 
are steadily being bought or leased for very long terms by large corporations. 
While this may not uecessarlly be bad, there are some results which are certainly 
undeBlralilc. 1 would like to enumerate a few: 

1. Distribution of wealth and economic power Is being gradually con- 
ceutrated in fewer and fewer hands. One of the underlying strengths of 
this country is the broad basis for the distribution of power and wealth. 
Policies whk-h encourage concentrations of power and wealth are not gen- 
erally beneficial to the country. 

2. The broadest possible range of land ownership will provide the greatest 
flexibility in response to changing economic circumstances. Cert&inly tlie 
tnuinteiiance of owuershlp of land by a large number of indlTlduals U a 
desirable goal. 

3. Land ownership by large numbers of individuals provides a basic ata- 
billty to both our economic and political structures. Reduction of land 
ownership by Individuals will result In a lessening of the general commit- 
ment that we, as a people, have to our way of life. 

The loan proposal provides a better opportunity for Individuals to continue 
to own and productively manage tree farms without having to forego the benefits 
for extended i)eriods of time. 

Second, tlie loan program provides a hard assurance to uncertain landowners 
tliat timber culture is a financially sound and profitable venture. The fact that 
cash Is being put up on the front end, and for the interim period, shows a good 
deal of confldeni-e ou the part of the lenders. This la far different from the plati- 
tudes being oft'ered by government employees under the current cooperative for- 
est ma ua Kelt lent program. 

Finally, the existence of debt a(!ainst a property causes a certain pressure on 
the owner to maintain productivity. Decisions to change land uses by an Indi- 
vldttnl owner will not be lightly considered during the period of time betwe^i 
ivlien the commitment Is made and when the timber production inveatment 
niature--<. By making a strong, clear, and informed commitment in the beginning, 
the landowner will surely profit handsomely while providing a resotirce that 
will Ite critically needed by this nation. 

There are a few problems. In Section 5, Paragraph F, it Is specified that 
actual plans for forest management be developed ''in cooperation with and be 
«lil>roved by the State Forester." I lielleve you know. Gentlemoi, that this 
activity will be delegated to state emploj-ees on a local level who lack the tem- 
pemmeut, exi>erieuce. and professional skill to contribute much in a "ploy for 
keeps" economic activity. 

Professionals with proven sidlls should be used. Membership in a profteslonal 
organisation which rigidly controls professional competence and ethics should be 
required. I would suggest to you that the Association of Consulting Foresters 
Is the only suitable body for this purpose. Additional supporting credentials 
such as a professional license and the accrediting by professional aminisal 
organisations may be worth considering. Certinly. the ability to And a }ob 
In a state foresttr agency Is no qnallflcation at alL 

cosctcaios 

I would leave the Conunittee with the firilowlng thoughts, which I would be 
ideasdl to discuss now or ar a later date. 

1. "Hie development of the private nonindnstria] forest land is a private 
txsb — It should be accomplished by the private sector by utilizing the assets. 
Innovative ability, and profeissianal energies of the private sector. 

2. The loan Irili not be a "magic wand" to Mlve the private DonindiistTial 
foivst deve!o|'ni^nt oveniight — Keep in mind the need for special tax retii^ 
tnrestn^ent credits, more favorable inheritance lax needs, etc.. to really moti- 
mte and sTimnl.-)te a dynamic and significant forestry pivgram on the i«ivate 
Donindnstrial forest land. 

S. Consider past forenry programs controlled and admin liiteied by the i4aie 
and federal agencies which have rei<eaied!y failed to accomplish any fdcnifirant 
impaci on the private nonindusnial forest lands. I>ia not start a private sector 
tlimst and then smother i^s development b.v lettii^ a gn>vemmental aeescr dic- 
latv tts dealih hy red tape, nnnecessaiy bardies^ and hikeKann enthnaiasDi. 
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4. Give the private loaniDg institutions the opportunity and resiionslbility 
of developing and using "a professional approval llet" consisting of only forestry 
professionals witti the highest qualifications to provide the professional for- 
estry efforts needed. 

G. Study Other loan prngrams Buch as SBA and FHA programs and analfEe 
the various unnecessary red tape, bottlenecks, and unnecessary hurdles which 
tend to discourage the program and attempt to simplify and streamline those 
procedures in order to encourage rather than discourage the application and 
implementation of the loan. 

I appreciate this opportunity to testify in support of H.H. 4718, and would 
be happy to comment or pursue any questions. 

Mr. Anthony. The lineup for this afternoon starting; at 2 o'clock 
■will be Mr. Tiner, Mr. "WTiipple, Mr. Sullivan, Mr. FnmcJs, Mr. 
Eood, and Mr. Gresham. 

If anybody else would like to testify this afternoon, be sure to get 
a card, fill it out, and we will be glad to hear from you. 

The joint session will be in recess now luitil 2 o'clock this aftemoMi. 
[Whereupon, at 12 :10 p,m. the hearing was recessed, to reconvene 
at 2 p-m. the same day.] 

AFTERNOON SESSION 

Mr. Anthony. We will call the ]'oint hearing of the Forests Subcom- 
mittee and the Conservation and Credit Subcommittee back to order. 

It is my understanding that Billy G. Gresham' will be representing 
tlie Arkansas Forestry Commission. 

STATEMENT OT BILLY 0. GKESHAM, STATE FOEESTEE, DIRECTOE, 
Division 07 FOEESTBT, DEFASTMENT OF COldUEBCE, STATE OF 
ARKANSAS 

Mr. Greshau. Congressman Anthony and Congressman Huckaby, 
my name is Billy G. Gresham. I am State forester and director of the 
division of forestry of tJie department of commerce in Arkansas. 

Our agency, traditionally known as the Arkansas Forestry Com- 
mission, is an organization very much involved and interested in pro- 
moting increased productivity and protection of forest lands in our 
State, especially the nonindustrial forest landowners. 

We appreciate this opportunity to speak here today. The commercial 
forest lands cover 18,2 million of the State's 33.3 million acres of land 
area or approximately 55 percent of the land area of Arkansas. Ap- 
proximately 84 percent of the commercial forest land is in private 
ownership, of which 69 percent, or 10.6 million acres is nonindustrial 
forests. So wc can see from this the nonindustrial owner is the pre- 
dominant owner in this State, as in many of the other Southern Stete3 
and likewise our situations are probably similar. 

These 10.6 million acres are owned by 160,000 owners, for an average 
of approximately 66 acres per nonindustrial owner. 

I feel like this is one situation that would definitely be in favor of 
the proposal that is being made because so many of our owners are 
very small owners, they do not have the means nor the acreage to have 
as large an operation in forestry as somebody that, say, had a section 
of land or 1,000 acres or so. So we think this is very important to be 
considered in this situation. 
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Ai'i><>ixlinij to n iwoiit ifport rcloased by the Arkansas Committee on 
rmtwt Pii^ilui'livit J- ami Hn> Forest Industries Council's Committee on 
Ktiivtil rittitiii'tivitv, whU'h I have attached a copy to my official state- 
moiic, tlioiMiuiiion-ial foiwt land? in Arkansas as a whole are growing 
4i' onl>ii* ftvt of W(Hi(i y»T aew [Vr vear, with 51 percent being pine. This 
n'pivs(>iUj» a yioM of only approximately 55 percent of the overall po- 
fontiMl mWuolivitv of our foivst land. TIii$ is oreraU. this includes m- 
dnst_ri«l holdiiijpi as well as Forest Sorvic* and all others. 

WIu'H \V(' lix>k at thononindustriaj sector, as has been mentioned, we 
stv this (tgure Uwps down ^ubsiancially lower than that, especially on 
s»*«n' of ilv up|vr hat\J land silt's, where the sit* index is considerably 
lower ihsn what wo tind in the i-ostal plains and pine-growing kieas of 
jIw Sisto. 

With iho ini^^rtaiKV of the fore^s to our eoonomr. the general 

fmV'io is niar.y ti«u\s ptvne to .^sk us *nd other people : 'frhy oor fraest 
iwd is iv: j'txyitu-iii}* more, or why are pev^le not pncticing more 

K«':- :';o *v,'.,i"'. "..•c^vwr.or. tr.i'" rr\'>y,eir, very o^en is !ack of finanrial 
;".,v:■.:■,^ o*. ar.ii ^-r /*;•■;«*. :o do w'.iai is neei,iAi ;c iiiirrrve proinctiviiy 

I :>.'•,•."». :h-.s -s vvrv :r.rvrtar.t. A'so the %-r.ith of time mniired to 
\^\v>¥r #;vb, "r-vvstrt.! v-a?its"^ wirh i reaiicnaK-? irrereec coooled with 
:V vj:.;rs' t'.s'&s s«ft.v;atev' wi:r. irv»irii: d f^rresc. =akes sacrificial 
•.nf,-s^v.vr.;s S-* ".v.r.iiV. ,ii-"-*- "^y sr.s",^ '»->.i-.'wz-;r5 TZLarszactive. In- 
•'.i-^*,- ;>,••. ,-Kx-sc :.- i"v'y ,".:"y ,-,:*:,>£:*". inirj^r:— ■=", ~«'~'j in the 

^ %(■•■ *;-\ f-,:-.;Tv .raAi-. ,■;•>".¥ :r-ri :i:i:r rrrss: jl=£s. 

" :v.-- .-: .-..- ;.--.-«: ".s-.i 'V'-^j s .w-rr'.-^ ".= >xi rii-? i=ii 2isri.wood 

r^'.x' T.-'^^st i.— -s t-; .■%'A-t-. ■'^ y .T-i- •i:".iT-."oi r^7v5» rr fvic sr^ 
v-.v' ,,. -i--.xv. :'r»rsi. 7SV-*~:sr :_=_■«!: i:ir-«ti::r- "^^i^ a* 

V • ■ -■-.-1 v^^. '.V* t:-f '.-rv 7- T-i-rf^-TT-f :.V7-T>} imi. A^iaptt- 

i-.\1 -^ .^>\ A > T -,- ■--■:l~'" Mr i"» -.>.■» 'jS. S ;Z "^srr S BgL Sgftj of 

■ s --i;--*.-- -.- .4T.1- i -I-, ■ * Tc- -f'-rv-i: Ti^-'CTtii. S?--iase ^.zJew 
»-^r-i-. • ~- -. i ■_; t-i--.- i -f: '-.T ,-: r--." ' ■ ■.• > -:»rs. ■*^BC-«5 ia 

~.-. -. »■. i -» 1 i -;;):-,■», '- .■ V ^:>i..-Si «:.'.■_• ^ :J:!J XICU. ElICS Bit- 




dbjGoogle 



225 

nonindustrial forest landowners in Arkansas. I say this ig potentially 
in Arkansas. This concept we wholeheartedly support. 

With site preparation and planting costing as high as $175 per acre 
in some instances, and timber stand improvement costing $15 per acre, 
some means of long-term financing, along with favorable tax treat- 
ment and annual or periodic cash flow is drastically needed by the small 
landowner. 

That necessarily doesn't apply to every small landowner. But it is 
those owners where something could be done, we feel, can certainly be 
addressed in this proposal. 

On a 5-year pilot program basia the H.R. 4718 proposaj shc»ild 
provide the necessary backgi-ound for future programs of this kind 
as to the acceptance of such a prt^ram by landowners. it£ workability 
hy private lending institutions, and its pFedfuctivity capabiHtiee in 
meeting ih& on-the-ground need by public and private forestry 
-concerns. 

Over the years, many programs have been or are being offered to 
-assist and encourage landowners to better manage ajid develop their 
forest lands. All have been or are accomplishing their objective in 
varying degrees, but the need seems to aliFays be increasingly greater 
than the various program means. 

Such prograir^ as technical assistance to landowners by public and 
private organizations, soil bank program, cost-sharing sucli as the 
agricultural conservation program, and the Federal incentive pro- 
,gram, are examples of such efforts. Still, we are reaching only a small 
percentage of the landowners and making little pro^^ress, it seems, in 
meeting current needs and addressing the oacklog of needs in the non- 
industrial forest sector. 

To make any meaningful strides will require more effort and com- 
rmitments in existing prc^rams, both public and private, and new ap- 
proaches such as H.K. 4718. 

This proposal, as already noted, is not a .give-away type program, 
and should eventually establish a framework of Giovemment-insured 
iinancing, similar to other prt^rams we have in housing and business 
programs. We do not view this program as requiring larger public 
agencies to carry it out. Existing agencies and a strong reliance on 
the private organizations will and should make it work. 

More and more State organizations need to be encouraging the pri- 
vate sector to work directly with landowners in technical service and 
programs such as is being proposed. The more we get nonindustrial 
landowners relying on consulting foresters and industry in programs 
such as these, the quicker marked progress will be made. State for- 
estry oiganizations do not have, nor conceivably will ever have, per- 
sonnel or funds to near meet the needs in forestry of nonindustrial 
private landowners, such as the 160,000 in Arkansas. 

Our place in programs such as these should be administering of the 
program guidelines, providing information and education and con- 
centrating on the protection of the private forested areas of the State. 
Technical assistance should be concentrated in the private sector. 

With this in mind, we support the program concept of H.R. 4718 
along with a combinatitm of otfcer programs being made avtdlable 
to the small landowner by both pubnc and private organizations. 
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Thank you very much for the opportunity to make a statement on 
this subject, and we look forward to helping in any way we can to 
see that any program developed along the forestry loan-periodic pay- 
ment line meets its intended objective with the small for^ landowner 
of Arkansas. 

[The attachments submitted by Mr, Gresham are held in the sub- 
committee file.] 

Mr. Anthony. Thank you very much, ilr, Gresham, Say Arkansas 
would be selected. What difficulties do you envision that that would 
immediately cause you as a State forester ? 

Mr. Gbeshau. Well, I would have to temper that answer to that, 
depending on what involvement the rules and reguIaticHis would 
place on the State level, in the State forestry organization. 

Mr. Anthont. What if it required you to make the plan for the- 
landowner. 

Mr. Gresham. That is what I am addressing in my statunent here^ 
and I don't think that is the way it should go. 

Mr. Anthony, Yes ; I picked that up, 

Mr. Gresham. I think that the State forestry organizatitai — cer- 
tainly someone has to develop the format that is to he followed herej 
to make sure that all plans are put together along the same lines, 
not necessarily the same plan eierywhere, but that certain components 
of plans are included. 

Whoever handles it, consulting foresters, the industry, what-hsve- 
you, when they develop the management plan for the landowner they 
will know that plan will meet the minimum requirements of a pro- 
gram such as this is. 

Mr. Anthony. Who do you think would be best suited to set up the 
forest management plan for the landowner ! 

if you were writing the regulations, how would you write them ? 

Mr. Gresham. I would write the regulations that this would be the 
landowner's responsibility. 

Mr. Anthony, In other words, he would have a freedom of choicel 

Mr. Gresham. That's right. Because in developing a forest manage- 
ment plan of the type I understand is called for in this piece of legis- 
lation, it is going to require certainly a very technical forester. I think 
any graduate forester with any kind of experience should be able to 
develop a plan for this program if he is a forester at all. 

Now I think we are talking about a forest management plan dealing 
with the biological area of this land, what it needs as far as improve- 
ment, how can if be handled, coupled with what it will produce. 
_ Now this is different from the financial, the more complicated finan- 
cial area of what loans and all of these other things might be involved. 

But as far as the on-the-ground management plan. I think this 
could be prepared hy — again, I think sooner or later the landowners 
of Arkansas or any other State are going to have to start looking to 
the nrivate sector for professional assistance. 

Now a forester is no different from anybody else. It has traditi<many 
carried on from the standpoint to fpt something eoing, you know. 
We Hive evervthinff like technical R!=sistaiice free. This is good. I have 
worked for 20 years for the State of Arkansas and I started out and 
have done a tremendous amount of effort in trying to convince liuid- 
owners to practice forestry all over this State. 
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Many times in doing that, they do not do it, or they don't appre- 
ciate even getting that free technical advice. But probably if they put 
a dollar in it they would take that advice and do something with it. 

That is my spiel on the private sector. That may sound 0(M coining 
from a State organization, but I think I am looking at it from the 
standpoint of the programs we are having to do that must be carried 
out, I feel like, in the public sector, namely, your fire protection, and 
your fire suppression organization in the States, as well as promoting 
education, information and educations ise all of the other programs 
that have to be carried out in forestry. 

But not provide the personnel to literally carry eveiy one of these 
pi'ograms out. 

Mr. Anthony. Would you encourage the Stat© of Arkansas as being 
included in a pilot project, should the bill become law ? 

Mr. Gresham. I certainly would, because I think it definitely has a 
place in the forestry community of the nonindustrial forest landowners 
liere in Arkansas. 

Mr. Anthony. And you would be willing, as a State forester, to 
encourage it and participate in it? 

Mr, Gresham. Very much so. 

Mr. Anthony. Mr. Huckaby? 

Mr. Huckaby. Mr. Gresham, if you don't feel the Stat* forestry 
■organizations should help implement or design the plans, do you feel 
they should play a role at all in this process ? 

Mr. Gresham. I mentioned in the statement earlier — and I am 
talking about Arkansas, I am not representing the National Associa- 
tion of State Foresters, because evei-y State has their own different 
-situation. 

But I think that, as I brought out here, this overall administration 
-of guidelines, rules, and regulations would be established for this 
program, and some one body in the State is going to have to more or 
less, for lack of a better word, ride herd on the program, probably. 

Mr. HucKABT. Would you approve each individual plan ? 

Mr. Gresham. Eight. I think this would be our role. 

Mr. Htjckaby. In other words, you shouldn't write the plan, but 
■sliould have to approve it ? 

Mr. Gresham. I think we should be looking at whether the plan 
meets the intent of the program and the components are complete. Now 
some people say well, you can't do this. Well, you can do this, if all 
■of the factors are there as to the land base, the site index, what stock 
'it is now, what stock will be there in 10 years, what it will be in 35 
years, those are things that we would be looking for to see that they 
:are there. 

Mr. Huckaby. How long would 't take a State forester or private 
-individual in the business to establish a plan for a 40-acre tract? How 
■manv days of work? 

Mr. GRESHAst, The paperwork would probably take longer than the 
■fieldwork would on some of the smaller tracts. But I think it would 
ibe better that a consulting forester respond to that. 

Mr. Huckaby. Yesterday a gentleman representing the National 
.Association of State Foresters recommended that the States should 
do th's on small tracts of land. The larger tracts should be done by 
■consultants. 
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Mr. Gheshau. Right; I think that is very conceivable. I think that 
is where the forestry prot^rams fit into the overall forestry picture, 
on these very small, in some cases not economically feasible for th& 

Srivat« sector. But I am still talking about — we heard this morning: 
lat one company alone in Arkansas had 90 foresters. Now the industry 
uses the products we are talking about here, and there are ft lot of 
foresters in Arkansas that can work with landowners, you know. 

But to get back to your question, the only way I could relate to that 
would be the experience in the 1960's, when me and one other fellow, 
who is here today, helped draw up the first FmHA forestry plan that 
was developed here in Arkansas. We had to go into great detail in 
securing very in-depth information as to growth and all of this. And 
as I recall, that plan covered about 300 and some acres of forest land 
and it probably took us about i days to complete that plan, something 
along that line. For a 40-acr6 tract, I would say that the field work 

Srobably might not take over half a day, depending on how far you 
ad to drive to get there, plus another couple or 3 hours of paperwork 
that would be required. 

Mr, HucKABY. That is what I was looking for. 

Mr. Gkesham. May I mention this. In connection with a program 
such as this, where periodic or annual payments meet the needs of 
certain landowners, I think there is probably a need that exists still 
for, like FmHA forestry loans, where you are trying to get in the 
business of forestry, possibly. 

Since 1970, 1 know there hasn't been any loans made. This is curious. 
But I recall in two or three instances where thpse loans did not carry 
out the int€nt in forestry. I think that is what killed the programs. 
But if that program had adhered to a plan, which this legislation 
addresses, I think that is very important, that this plan be carried 
out the way it is written up. I think that program shouldn't be neces- 
sarily scrapped in lieu of this one, but there is a combination of things 
needed in forestry. I think that is iust one of them. 

Mr. HncKABT, Does the State forestry commission have the capa- 
bility of estimating, I would assume by acquiring the data on the 
fertility of the soil from the ASCS office, the yield of the land ? 

In other words, when you establish a plan, could you say what 
that is t 

Mr. GnEfinAM. We have access to soil analyses from the Soil Con- 
servation Service that has developed these site caDabilities throughout 
the State. Any forester would be able to, in doing this, would prob- 
bility of estimating, T would assume by acquiring the data on the 
Rite index as thev cruise the timber or made an analysis of it before 
develoDJng the plan. 

Mr. HtJCKABT. In doinrr this work, one of the key things is we have to 
know the potential prodiictivitv of the land, so we can protect the 
investor and protect the landowner also, so that he doesn't end up 
getting more monev than he can pay back. 

Mr. Gresham. That is right. It is all keyed to the productivitv of 
the land. I think possiblv — T don't know what the magnitude of the 
program envisioned is, but under a nilot program, probably vou would 
want to establish this in mnltiprodnctive counties, some of the most 
productive counties in whichever State you chose to go, to see if it 
would turn out that way. 
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Mr. Hdckabt. Thank you. 

Mr. Anthony. Do you think a State plan should be required ! Would ■ 
jou envision a Stftte plan being put together ! 

Mr. Gresham. Congressman Anthony, I don't follow you. You mean 
a plan that the State had to develop for the landowner J 

Mr. Anthony. Right, and then have the forest loan plana be con- 
sistent with the State plan. Or would you come at it from another di- 
rection? 

Mr. Gresham. I think we have a system now in the forestry incen- 
tive program thai I envision as very similar to this. 

Mr, Anthony. Well, that is what I was getting to. 

Mr. Gresham. Eight. The consultants can develop these plans and 
the industry can develop these plans, and if they have got the criterion 
and components in them, that the FIP program calls for, they are ■ 
accepted by ASCS and approved by us. 

Mr. Anthony. I want to thank you very much. I think your testi- 
mony was very important and you shared some good thoughts with us. 

Mr. Gresham. Thank you ven? much. 

Mr, Anthony. Mr. Rosa Whipple, Arkadelphia, Ark. 

STATEMENT OF ROSS M. WEIPFIE, AEEADELFHIA, ABE. ' 

Mr. Whipple. Congressman, I may vary from my statement froiH ■ 
time to time, but I wi^ to submit my written statement intact. 

Mr, Anthony. Without objection, it will be submitted in full. 

[The prepared statement of Mr. Whipple appears on p. 238.] 

Mr. Whipple. Thank you, sir. I would first like to express my sin- 
cere appreciation to the subcommittees for letting me be a part of this 
process. I feel it is very important for the small landowner to have a 
voice in this bill that is being proposed. The things the subcommittees 
have done are of definite importance to securing an adequate supply, 
particularly for future generations. 

Before discussing the bill at hand, I would like, if I may, to express 
my appreciation again for the work the subcommittees have done 
under the FTP program. I think in the past few vears the small land- 
owner has benefited greatly from this program. The cost sharing for 
timber stand improvement, at least in my part of the State, is paying 
good dividends, as far as increased production is concerned. This is 
one program that I urge you to preserve at all costs, for without this 
incentive I feel like the small landowner may pull into seclusion with 
regard to timber stand improvement. He is not going to personally ■ 
bear the capital expenditure, not because he doesn't care or is not 
interested, but he is sometimes skeptical to spend money on something 
which may not prove entirely successful and something that will take 
years before he can recognize the change or derive income from it. So 
he does need the extra incentive. 

lI.E. 471S also centers directlv on this problem, but in no instance 
should it take the place of the FIP program. 

In trying to establish a reason for this bill, one must first find a need. 
To me, the need or reason for this bill is to turn nonproductive forest 
acres into productive acres. 

This has been addressed throughout this morning, so I would like to 
skip over this and go to the part that I feel like, from my standpoint, 

53-030— 7B 16 
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deserves some attention, that hamg the advantages of the bill, and the 
questions, and possible thoughts lor alterations. 
Tlie advantages, as I will list 1 through 11, are : 

(1) It will help stimulate good forestry practices through detailed 
management plans and objectives. 

(2) It will provide a source of yearly or periodic cash flows,, which 
helps the landowner defray capital improvement costs, debt service, 
and so forth. It also allows the small landowner to be more competitive 
with ihe larger timber companies in bidding for timberland mowing- 
he can have some cash flow until the timber can be harvested. 

(31 TTiere is no direct cost to the Government or taxpayers. . 

(4) It should increase the timber supplies, which shpuld help al- 
leviate the shortfalls in production and tMs in turn should help stabil- 
ize lumber prices. 

(5) It will provide favorable credit terms in comparison with pri- 
vate lending institutions as far as interest rates, prepayment penalties 
and so forth. 

C6) The property is not encumbered as far as selling property goes. 
The new buyer may assume the same terms. 

(7) It encourages timber from being cut until it matures. An 
example would be cutting pulpwood each year to pay property taxes. 

(8) It is a possible way to pay estate taxes or help heirs if uie luid 
has to be cut to pay estate taxes. 

(9) It adds mcentives. The more productive the land is, the more 
money the landowner can receive per acre. 

(10) It encoura^ maintaining ownership because of annual cash 
flows. Many individuals dispose of their property for tiiat reason 
alone. 

(11) The government assumes no direct risk if it holds a mortgage 
or lien on the property. The insuring and guarantee of loans will pro- 
vide for the ability to resell in the capital markets. 

Now I feel there are a few things that are not advantageous. These 
I shall list. 

(1) A leasing program is already being offered by mc^ companies, 
whidi provide for yearly income for a steted number of years, whidi 
is based on stocking, site, index, and the nature of which tiie stand is 
returned to the landowners. The companies will pay all ad valorem 
taxes and assume all risks as to fire, disease, and so on. Jji other words, 
there is some duplication of service between public and private 
factions. 

(2) It can encourage unnecessary consumption because of yearly 
income, wasteful spending, in other words. 

(3) Debt service in most all cases would be greater than yearly cash 
flows. An example: Land purchased for $500 would, in Arkansas, 
need a yearly cash flow per acre of $50 for debt service alone, not 
including property taxes, management fees, and so on. The pomt I 
am trying to make is that this bill does not encourage the fi^-time 
buyer to purchase property for $500 and wait 10 to 15 years for his 
first cutting, assuming he has to borrow the money for purchase. 

(4) Management plans are good, but tbey dont always pan out as 
planned. It is possible that you would encourage a landowner to spmd 
money on capital improvements based solely on the promise of yearly 
income. If the plan or improvement fails, he is going to feel as though 



dbyGoogle 



231 

he was somewhat pressured into a ^tuation that failed, but he still has 
to pay the money back. 

(5) Mot all loans will be collected due to natural disaster, although 
I understand that you are going to provide insurance, or scnneboay 
is, for the program. 

(6) There are some hidden costs in implementation, which come at 
a time when people have had it up to you know where with Oovem- 
ment intervention and interference. 

(7) I feel the proceeds need to have restrictions of some sort. 

(8) There seems also to be no income or acreage limitations. I feel 
like this program is not really needed by large private landowners. 

(9) It also assumes market price will at least stay stable if not rise. 
What happens if market price drops, so as not to insure full payment! 

( 10) There seems to be no allowance for variable rate payments. 
This IS to say that capital improvements may cost up to $50 to $60 
per acre. This is an immediate cash disbursement for the landowner. 
He does not need $25 per year for 20 years. He needs $60 that first 
year and say $20 a year for the next 19 years. 

If this program is unlimited, I feel like it may cause possible ondne 
stress on the capital and bond markets. We dont know what kind of 
flow we are going to have. Everyone in the world may want to jump 
on the band wagon. 

I also feel like the real problem is not with landowners, not maybe 
the capital needs, but with education needs. With high prices for 
stumpage, that in some instances will be enough incentive altme. 

I have a few questions I would like to pose to the subcommittees that 
I am not really sure about. And this has been mentioned before, how 
is the yearly or periodic payment handled for tax purposes! Is it 
ordinary income, long-term capital gain, or is it to be determined as a 
loan with no tax consequences at all, at least until timber is harvested ? 

Is the interest deductible annually or deferred to harvest, when the 
loan is repaid t 

The interest rate is tied to Oovemment marketable obligations, but 
I am still nuclear as to its being fixed or variable. 

Does it include someone who owns 50,000 acres, large acreages? If 
I borrowed money from an institution to purchase timberland, from 
a bank, say, then should not the annual or periodic cash payments be 
restricted to the repayment of that particular tract of land for im- 
provement of that land ? 

What is the cost of the insurance to cover natural hazards! Is there 
a copy of the criteria available as to the way the dollar amount per 
acre is determined! 

Can you apply for this program in conjunction with the FIP 
pr^ram! 

(%3i loan payments be variable to correspond with timber stand 
improvements ! 

Aa I mentioned earlier, it might be better to receive larger pay- 
ments on the front end and then maybe no payments for 4 or 5 years 
then another payment, et cetera. 
_ I am also curious how future market price is to be fixed, so that prin- 
cipal and interest obligations do not exceed 80 percent of the future 
expected market value. 
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I atso have listed some alterations or thoughts that I would lite to 
submit to the subcommittees. That is, the funds or the loan payments 
need to be restricted in some manner, either based on need or to pro- 
mote capital formation. 

The loans should carry certain specifications, that is, if the owner 
veers from the management plan, the interest rate then jumps to a 
predetermined rate somewhat over the existing Government security 
rate, or be completely canceled with the loan payment due immedi- 
ately. 

I feel like you should expand the program to include low interest 
loans for the purchase of timberland. This would provide a tremend- 
ous incentive for the first-time purchaser or for any purchaser for 
that matter. 

By low-interest loans, I mean something below the current Govern- 
ment security rate. 

The interest rate should somewhat correspond to the erowth rate 
of the timber itself. The reason for this thought is that ii the cost of 
capital or debt service exceeds the growth rate, assuming the land- 
owner is never going to sell the property, but pay for it by what it 
can produce, there wUl always be a negative net value. 

From a strict financial standpoint, an investment in something with 
a negative present value should never be made. This investment can 
be a positive present value if the growth rate exceeds the cost of capitaL 

Keep in mmd the cost of capital in this instance only includ^ the 
rate of interest. It makes no allowance for risk of capital, fair rate of 
return, or increased cash flows from the property taxes or other man- 



Now I have derived a little example here, which I think you have, 
and this assumes a realistic purchase of timberland in 1977. Now it 
cost $225 per acre, for a total of 13,500 acres. This is a very rough 
present value calculation. 

I have five assumptions and these can be ripped apart, torn apart, 
but these are the five assumptions I made. One is that the land is never 
going to be sold, but will be paid for thorugh the growing of timber. 

The growth rate for 20 years is 7 percent ; the stumpage value in- 
creased 6 percent compounded annually. The discount rate equals only 
the cost of capita], and makes no allowance for financial risk or a fair 
rate of return, or any other cash flows, management fees or ad valorem 
taxes. 

As you see, on the present value calculation, at 10 percent cost of 
capital, there was some hardwood cut the first year, and that is dis- 
counted at 10 percent. I felt like it would take 20 years for this stand 
to reach merchantable size, assuming that 400 feet per acre compound- 
ed at 7 percent equals 1,548 feet times a compounded rate of 20 years — 
this is 1977, now, remember 

Mr. HuCKdBT. Can you tell me how you got this 1,548 feett 

Mr. Whipple. I took what was on the property when it was pur- 
chased, I assumed there were 400 feet of pine. There was miitunal 
hardwood, which has been removed. I did discount that cash flow. 
And that is how Igot the 1,548 feet. 

Mr. HucKABT. ITiat is 1,548 board feet! 
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Wr. Whipfle. Board feet per acre. Now the $530 comes from what 
I felt lite was a fair market price in 1977, which was $150. Tliiifl haa 
been compounded at 6 percent, for 20 years. That equals $530. 

Now assuming a discount rate of 10 percent, my present value factor 
is 0.149, or the present value of $820 is $122. Adding that together, 
I had a present value, the hardwood and the pine, total cash flows, a 
present value of $146.50. 

The price paid for the property was $225. That gives you a negative 
net present value of $78.50. 
If I have lost JouA. will go back. 

Mr. HucKABT. Would you go back? I understand the discounted 
cash flow and all that. I don't understand your basic assumptions here. 

The cash flow per acre is $820, that represents 

Mr. Whipple. 1,548 board feet of pine being cut times $530 per 
thousand. 

Mr. HncKABT. Why times $530 per thousand ? How much per thou- 
sand did you assume ? $150 i 

Mr. Whipplb. Yes, sir, compounded at 6 percent increase in stump- 
a^e price for 20 years. That gives you a factor of 0.3207, or something 
like that. 

Mr. HucKABT. You are assuming that 20 years hence stnmpage 
price would be $530 per thousand ? 

Mr. Wnippi-E. Yes, sir. Now we all have to jump off somewhere. 
That is where I jumped off. 

Mr. HncKABT. Then you discounted it back to present value! 
Mr. Whipple, Right, that has been discounted back to present value. 
Mr. HncKABT. Wouldn't the numbers have been drastically dif- 
ferent ifyou had taken it out to 35 years ? 

Mr. Whipple. Oh, yes. But I was assuming that, again, assumptions 
now, that I could harvest in 20 years. If I ran it out to 35 years, it 
would be more than $78.50 negative net present value. 

Mr, HucKABT. Wouldn't you have expected a positive discounted 
cash value at 35 years, because your growth rates — I mean, in 20 years, 
you don't have anything but pulpwood to cut. 

Mr. Whipple. No ; I felt like there 

Mr. HncKABT. You don't have sawlogs. 

Mr. Whipple. I don't today, but I feel like in 20 years I will, yon 
know, in 1997. 

Mr. HncKABT. Excuse me. I wanted to understand what you were 
saying. 

Mr. Whipple. What I have done here is set a present value of 10 
percent; at 5 percent, at 6 percent, at 7 percent, they have all been 
done the same way, except the discount factor changes from 10 to 5 
to 7. 

As you see, if you used 5 percent as a cost of capital, you have a 
very high positive net present value. At 7 percent you have a little 
positive net present value of $11.81. 

This is my argument, you know, about the low-interest loans. If I 
have to pay 10 percent on a loan to borrow money, taking these as- 
sumptions — I am not allowing for anything as far as risk or rate of 
return. I am just going on the cost of capital alone. Normally, if I 
were going to purchase this piece of property, I can receive a 10 per- 
cent return on a Government bond, which haa far less risk than 
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Uie purchase of timberland. lliere is no qaeetiaa that thorn is move 
ri^ risk equals return. We expect more return if we take more risk. 

But the InsiB of my calculation was to make an argument for a low- 
interest loan to purchase timberland. 

In summation, I feel like the bill as proposed has far-reaching im- 
pact for the small landowner, something ne has never had access to 
before, and that is periodic or annual payments in the form of loans to 
be Mid back when the timber is harvested. 

The advantages of the bill outweigh what few disadvantages there 
might be. As a landowner who might be affected by this bulj I feel 
that there are two things that are essential besides the periodic pay- 
ments to insure timber production on private nonindustrial lands. They 
are: (1) low interest loans for the purchase of timberlands not exceed- 
ing7 percent or projected growth rate; (2) the continuation of the 
FIP program. 

With ail of the above-mentioned, I feel timber production for wood 
products will be secure for years to come. 

Thank you. 

Mr. Anthont. Well, I thank you very much. I think ]rou have pro- 
vided the subcommittees with some very thought-provoking questicms 
and you have obviously studied it and analyzed it well. Iguess you 
have given the subcommittees some homework to do. 

Mr. Whipple. I didn't try to make that present value so complicated. 
I tried to make it as simple as I could. 

Mr. Anthony. Your comments are very well-taken, and in a very 
constructive vein. I guess the questions that I am going to ask you are 
almost self-answered by your testimony and by your formulas that you 
set forth. But I would liWe to ask them anyway. 

You do participate in the FIP program ? 

Mr. Whipple. Yos. sir, I do. 

Mr, Anthony. Would you participate In a pilot program under 
this bill? 

Mr. Whipple, It depends largely on the interest rate. 

Mr. Anthony. I had a feeling tliat is what you would say. 

Mr. Whipple. I mran. we have a problem in Arkansas, of which 
you are well aware. Right now in the FmHA loans or anything else 
that exceeds 10 percent, that is a problem in Arkansas ricrht now today. 

Mr. Anthony. Basically what you are saying, Mr. Whipple, is you 
would sit down as a landowner and do exactly what a consulting for- 
ester would do for someone who didn't have the knowledge and exper- 
tise that you possess, by looking to see if his lands have a high enough 
site classification to produce the productivity so that they can calculate 
out the growth rate to see if in truth and in fact he could yield more 
when he harvested his timber than he would borrow against it! 

Mr. Whipple. Yes, sir. 

Mr. Anthont. I think that is almost obvious in the program itself, 
that when you do that and look at it, if your land would not be pro- 
ductive enough, then you are going to have to look at other lands in 
the pilot program to test the merits of this bill. 

Again I would like to congratulate you for one of the better testi- 
monies that I have heard in 2 days of hearings here and also in 2 days 
of hearings that we held in Washington, D.C. 

Mr, Huckaby, do you have any further questions ! 
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Mr. HucKABT. Mr. Cliainnan, would you indulge me for about 6 
minutes ? 

Mr. Anthont. Ask all of the questions you want. 

Mr. HircKABT. I appreciate very much the effort you have put into 
this, Mr. Whipple. I very strongly agree with some of the points you 
made and very strongly disagree with others. 

Mr. Whipple. That is what we are here for. 

Mr. HncKABY. I would like to first try to attempt to answer the 10 
questions you asked here as simply as I can. 

First, your question is how will the yearly or periodic pftyment be 
handled for tax purposes, ordinary income or long-term capital gain. 

As I stated this morning, we don't have a ruling from the IRS, but 
we certainly will have before fiie program is passed and implemented. 

Mr. Whi^le, May I comment on thatJ If it is not treated like a 
loan, I think you are in trouble, because I can go to the bank and borrow 
money and that is a loan, which is nontaxable income to me. And in the 
pure sense of the word, a loan is a loan, it is not income, neither earned 
or unearned income. 

Mr. HucKABT. That is right. 

You asked whetlier the interest is deducted annually or deferred 
until harvest. 

That is a good question. I fJiink it depends upon which avenue you 
end up taking for the source of funds. For instance, from a local banker 
in Eldorado, let's say you had 100 acres, you were borrowing $30 an 
acre. The first year you would get $3,000 from the bank. The second 
year — say the interest rate is 10 percent — you owe $3,030. The bank 
would then loan you that $3,030, plus another $3,000 ; that would be 
$6,030. 

You would pay off the first loan, take out another one, hence we con- 
tinue to roll over the loan, as such, through the private lending institu- 
tion. That means that in this case you haS actually paid interest and so 
interest should be deductible. 

Now if you go the other route, through Farmers Home Administra- 
tion, where they in turn advance you the money each year and it is 
sitting there accumulating, and they go back to the bond market for 
their source of funds, then you would not be paying that interest 
annually, hence you would not have that deduction. 

So that is a choice that would depend upon which avenue you elected 
to take for a source of funds. 

There are other potential sources, the Federal land bank, for 
example. 

You say : "Tlie interest rate is tied to Government marketable obli- 
gations, but I am still unclear as to its being fixed or variable." 

It is definitely variable. Each year as you receive that aimual pay- 
ment, whatever the going rate of money is to the U.S. Government at 
that time plus one-eighth of a percent, up to 1 percent. So it could 
vary. One year you might get money at 12 percent, a few years later 
you may get money at 8 percent. It will vary from year to year. 

You ask : "Does a nonindustrial landowner cover someone who owns 
50,000 acres?" 

No; the legislation specifically jprohibits anyone who owns more 
than 5,000 acres of land ftom participating in the program. 
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Ton Mj : "Shonld not the cash payment be restricted to rttpmneitf- 
of the particular tract of land or the improvemmt thereof!" IHiis is 

yourqtrastionS. 

I say no. I think the Individual should be allowed to do whatever 
he wants to with this loan. If you look at a profile throu^uMit the 
Southeastern Unit«d States of Uie average incUvidual that owns this 
40, 200, or 500 acres that we are trying to target in on to get him into 
this business, he is over 50 years old, he does not owe any money on 
his land but he usually needs an additional source of income; an extra 
$2,000, $5,000, or $10,000 could significantly improve his lifestyle, his 
quality of life. Iliis would be :£nds that would be generated and 
turned over many times in the local community. Some of it by demand 
would have to go into the management practices of the tract as spca- 
fied in the legislation in order to participate in the program. Bat I 
think he should be free and clear to do whatever else he wants to with 
this money, because it is money he borrowed and be is putting np his 
future equity, his trees, as collateral. 

Hence, I do not feel it should be retjuired to pay back, necessarily, 
on the land. The program is clearly not designed to enable people to 
go out and buy land and receive funds and then turn around and 
buy more land and rpceive funds, and turn around and buy more 
land. The economics will not support that. 

As you point out in your analysis, with the current cost of money — 
our intention all along, with the support we have received from pri- 
vate industry, the large corporations as well as forestry associations, 
has been that we don't want any Government handout whatsoever, 
and we don't want subsidies. 

We initially considered this approach, with subsidized loans, or 
loans at less than the cost of money. And any loan at less than the 
cost of money is nothing but a Government giveaway. 

Granted we have a lot of Government giveaway programs today. 
It was our intent not to make this procrftm another handout. 

You asked the question : "What is the cost of the insurance?" That 
is a big question we really don't know the answer to. As T am sure you 
are aware, there are very few companies today that offer a total com- 
prehensive insurance policy for the timber industry. There are no 
sound actuarial tables as such. We have concentrated on this problem 
in separate lejrislation that is on track ahead of this one for a nation- 
wide comprehensive crop insurance program, which is going to pro- 
vide insurance for refutable crops in Florida, soybeans here in 
Arkansas, cotton in Louisiana, and timber. 

We are going to have to develop some actuarial tables to determine 
how much the insurance premiums are going to he. 

We are iust goine to feel our wav along as we sro. But we are going 
to offer insurance. How much it will cost, we really don't know today. 
I wish we did, because we are goine to have to require some security 
as far as the lender is concerned. Plither he is going to have to have a 
mortgage on the land as well as the timber, or he is goinc to have to 
have insnrpnce on that timber, so if it is wiped out by fire or disease 
or by wind or ice storms, the lender has some protection as the basis 
for a sound financial transaction. 

So, we see insurance as vital to the success of this prc^ram. 
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Mr. Whipple. On the insurance, would it only be equal to what you 
are going to loan? Like, as you say, 80 percent of the total expected 
market value, or 'will it be 100 percent ? 

Mr. HucKABT. That is a very good question. You see, in the early 
years, as we envision this program, the man is going to be receiving 
more funds than what his tim&r is worth. As you know at 15 years it 
is not marketable, it is increasing in value, but you have no immediate 
market. In other words, if it is wiped out after 5 years, you have to 
start over. If you have been getting $20 an acre a year, that is $100 
you borrowed, plus probably $100 interest. So, you would owe $200 
that you had accrued there. 

So, the insurance policy has to he written in such a way that it will 
cover that $200 liability that you have as a very minimum. 

Otic might want to have more insurance than that, because our dis- 
counted cash flow analysis, assuming zero inflation up to IS-percent 
inflation, shows tremendous difl'erences, of course. But in all cases 
where you have a positive rate of return at the end of the growth cycle, 
typically we see an individual here that might be receiving $25 an acre 
for 35 years on plantation wood, then at the end of the 35 years, if he 
elected to clear cut, he would probablyhave $1,000 or $1,200 per acre 
left over after he repaid everything. That is on the average. 

You also ask : "Can you apply for this program in conjunction with 
FIP?" 

Of course, most definitely. We see the two programs working hand- 
in-hand. This in no way detracts from FIP. I want to encourajre the 
expansion of FIP. I think this program will encourage tlie participa- 
tion in FIP. 

As you Imow, we have now reached the point where we have a greater 
demand for pai-ticipation in FIP, Unfortunately, the funds nr© going 
to be cut further. 

Mr. Whipple. May I ask you a question on that! This is jnst a per- 
sonal assumption on my part, but it seems like it would be possible that 
this bill could be gjeared up to replace FIP in years to come. I mean it 
has some overlapping things. 

Mr. HtJCKABT. We don't intend it to replace FIP. 

Next, you raise the possibility in your question 9 of loaning more 
money on the front end, the initial $100 an acre or the average for 
establishing a new timber stand or increased financing for efforts of 
improving an existing stand. 

One way of doing that is to say, go to the Production Credit Asso- 
ciation, the local PCA, borrow the $100 and over the next 3 or 4 years 
you will have an income stream with which to pay off PCA. 

TTiat is another alternative. Or your local bank, or any legal lending 
institution. 

Your last question "How is the future market price determined, so 
that principal and interest obligations do not exceed 80 percent of 
future expected market value!" 

We have done many analyses and we are still not sure which way to 
go. I would appreciate your comments on this. We do not want to end 
up with someone 30 years from now, their heirs inheriting a piece of 
property and they owe more on it than the timber is worthily far, and 
they say "I dont want it" We are not going to get into that kind of 
situation. 
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So all of the timber experts seem to agree that the price of timber is 
probably going to increase about 3 percent per year, not counting infla- 
tion, just because the projected demand for timber will exceed supplies. 

We have run analyses ou that example assuming zero inflation. And 
we have come out with amounts that a person can realistically bor- 
rowper acre per year based on the productivity of his land. 

We have several models here, five different assumptions, your fig- 
ure is, I think, extremely low, 1,548 board feet. Assuming that is » 
mature stand, we have talked about plantation wood averaging 8,000 
to 10,000 after 35 years, if it is properly managed. 

Mr. WHrppLz. You have to understand this is a very poorly stocked 
stand of pine timber I was referring to. 

Mr. HucKABY. Eight. On this type of stand one could not expect to 
receive the kind of cash flows that one could if he had sold plantation 
timber, naturally, 

Mr. Whipple. Eight. 

Mr. HucKABT. Unless one reinvested enough, even though you had 
a mixed stand, to where it was, on the average, growing at a fast rate. 

So let me conclude there. These are very good thoughts here and I 
appreciate them. 

Mr. Whipple. Thank you, sir. 

Mr. Anthony. Aijain, I would like to commend yon for the thought- 
ful testimony, and hope you continue to have not only a strong inter- 
est in H.E. 4718, but I hope you just continue to exemplify the strong 
interest in good forest management that I know vou personally do, 
and help encourage other young people to get into this. 

Mr. Whipple. Thank you. 

[The prepared statement of Mr. Whipple follows :] 

Prbpabed Statement op Ross M. Whipple, Abkadelphia, Ask. 

Deak Sibs : I would like to extend my sincere appreciation to the House Snb- 
ccmmlttee on Forestry for lettlns me be r part of this process and to express 
my opinions on H.E. 4718. The thlnps your committee has done and Is doinit are 
of definite Importance to secure an adequate timher supply for future generatlnns. 

Before dlscnsslne the bill at hand, 1 would like if I may, to express my appreci- 
ation and thanks for the work done by the Auricultural Committee to inmtre 
the eiistence of and the upKradine done to the Forestry Incentive Practice Pro- 
gram, hetter known as "FIP". This proeram has done more In the past few 
years for the small landowner than anything else I know of. The cost sharlnft 
for timber stand Improvement, at least In my part of the State, Is paying good 
"dividends" as far as increased timber production Is concerned. This Is one pro- 
gram that I Tirse yon to preserve at all costs, for without this Incentive projtram 
the small landowner may again pnll Into seclnslon with reicards to timher stand 
Improvement. He Is not eolng to personally make the capital expenditure. This 
Is not because he Is disinterested, but because he is relnctant to spend the monw 
on something which may not prove to be entirely successful, and something 
that will take years before he can recogniiie the change or derive income from. 
He needs and must have the extra Innentive ! 

Tour bill H.R. 4718 also centers directly on this problem, but In no instance 
Should ft take the place of the "FIP" Prrw'am. In trying to establish a reason 
for this hill, one must first find a need. To me. the reed or reason for this bill 
Is to tiim nonproductive forest acres into productive acres. 

A problem in tbe timber management process Is that It takes a long time to 
show np as dollars for the landowner. With the Sonth's timher base being 60 
percent owned b.v private landowners, yon can see the lob ahead of ns. beeanse 
somewhere ont of this must emerge the third forest. To meet the current and 
long term demands, the private land owner must do his part, and without your 
help, we will not fmcceed in snpplying a sufficient amount of wood products. It Is 
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my understandiDg we are now shlppfng lumber to the west i^oast. If this Is a.uy 
ludicatiOD of a trend being established, the South will have to support the bulk 
of our country's needs while the Douglas Fir recoups and r^euerates. 

As you well know, seedlings take from SO-TO years to produce lumber and 
plywood and 20-30 years for pulpwood, but with the proper reinvestment in 
new planting after harvest, and carefiil management during growth, timber can 
be renewed. 

If the lands Of the small landowners in Arkanasas go unmanaged, it will take 
more than 2-3 harvests until the majority of our lands revert to stands which 
are predominantly hardwood. We must have an eye for tomorrow when in- 
volved In forestry. That is to say. If coming generations are to be served, plan- 
ning and management must occur today. 

Viewing wood from an environmental aspect, we see many benefits, one being, 
of course, that it Is renewable. The other aspects are not so easily recognizabla 
by the genera! public. Any substitute for wood such as aluminum, steel, plastic, 
etc., ia all limited, and if renewable, not In our lifetime. Timber products are 
also produced and processed with much lower energy costs and with relatively 
small environmental effects. Steel processing takes 4 times the amount of en- 
ergy and aluminum takes 20 times the amount of energy needed for processing 
lumber for the same purpose. 

Production of wood substitutes also creates more air, water and solid waste 
pollution than does wood production. Wood again has two positive notes: It caa 
be recycled and is biodegradable. Also, in these days of high energy costs and 
scarcity, one must remember trees only consume solar energy, which Is this 
point seems to be inexhaustible. 

In reviewing the afore mentioned statements or reasons It can be determined 
that this resource can be Increased, will have to be increased to meet projected 
shortfalls, and it also has a low level of energy consumption when compared' to 
other products used for the same function. With the help of H.R, 4T18 and the 
FIP Program, the small landowner will l>e presented with the opportunity to help 
alleviate the projected shortfall of wood products estimated to occur. 

In reviewing the bill Itself many things came to my mind. I will attempt to 
Ii«t some of these thoughts under the following topic headings : 
I. Advantages; 
It. Disadvantages; 

III. Questions ; and 

IV. Possible thoughts and alterations. 



1. Will help stimulate good forestry practices through detailed management 
plans and objectives. 

2. Provides a source of yearly or periodic cash flows, which helps the land- 
owner defray capital improvement costs, debt service, etc. Also allows the small 
landowner to be more competitive with the lai^er timber companies In bidding 
for timberland imowing he can have some cash flow tintil the timber can be 
harvested. 

3. No direct cost to government or taxpayers. 

4. Should increase timber supply, which should help alleviate shortfall in 
production. This In turn should help stabilize lumber prices. 

5. Favorable credit terms in comparison with private lending Institutions aa 
far as interest rates, prepayment penalties, etc. 

6. Property is not encumbered as far as selling property goes. New buyer may 
assume the same terms. 

7. Encourages tlmlier from being cut until It matures— example would b« 
cutting pulpwood each year to .pay property taiea. 

8. Possible way to pay estate taxes or help heirs If the land has to be cat to 
pay estate taxes. 

9. Adds Incentive— the more productive the land Is the more money the land- 
owner can receive per acre. 

10. Encourages maintaining ownership because of annual cash flows — many 
indlvidnals dispose of their .property for that reason alone. 

11. Government assumes no direct risk if It holds a mortgage or llei on the 
property. The Insuring and guarantee of loans will provide for the ability to 
resale In the caidtal markets. 
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1. A leaaiDg proKram is already being offered by most companies, wblch pro- 
vide for yearly Income lor a stated nnmlwr of years, wbicb is baaed on stocking, 
site, index, and the natnre of which the stand Is retnmed to tbe landowner. Tbe 
companies will pa; all ad valorem taxes and assume all risks as to flre, disease, 
etc. In other words tbere le some duplication of service between public and 
private factions. 

2. Can encourage unnecessary consumption because of yearly Income. 

3. EJebt service In moat all cases would be greater than yearly casb flowBL 
Bsample: Land purchased for $500 would In Arkansas, need a yearly ca«h flow 
per acre of $50 for debt service alone, not including property taxes, management 
fees, etc. The point I am trying to make is Ibat this Bill does not encourage tbe 
flrst time buyer to purchase property for $500 and wait 10-15 years for bis first 
cutting. (Assuming he has to borrow the money for purchase.) 

4. bLinagement plans are goi>d but they don't always pan out as planned. It Is 
possible that you would encourage a landowner to spend money of capital im- 
provements based solely on the promise of yearly Income. If the plan or improve- 
ment fails he Is going to feel as though he was somewhat pressured Into a sitnS' 
tion that failed, but he still has to pay the money back. 

5. Not all loans will be collected due to natural disaster, people selling the 
timber with a Uen and then refusing to repay. 

6. Plenty of hidden costs in implementation, which comes at a time when people 
hare had It up to you know where with government Intervention and interference. 

T. Proceeds need to have restrictions of some sort, 

8. There seems to be no acreage or Income limitations. This program Is not 
needed by large private landowners. 

9. Assumes market price will at least stay stable If not rise. What happens 
if market price drops so as not to Insure full payment. 

10. Allows for no variable rate of payments. That Is to say capital improve- 
ments may cost S50-$60 per acre. This Is an immediate cash disbursement for the 
landowner, ne does not need $25 per year for 20 years. He needs $00 that first 
year and say $20 a year for the next 19 years. 

m. QUESTIONS 

1. How Is the yearly or pprit>dic payment handled Cor tai purposes — ordinary 
Income, long terra capital gain, or is It to be determined as a loan with no tax 
consequences at all, at least until timber is harvested? 

2. Is Interest deductible annually or deferred to harvest when loan Is repaid? 
S. Tbe interest rate Is tied to government marketable obligations, but I am still 

unclear as to Its being fixed or variable. 

4. Does a non-indnstri.il landowner cover someone who owns 50.000 acres? 

5. If I borrow money for a lending institution for the purchase of tlmberland. 
then should not the annual or periodic cash payment be restricted to the repay- 
ment of the particular tract of land or the Improvement thereof 7 

6. What is the cost of insurance to cover natural hazards? 

7. Is there a copy of criteria available as to the way the dollar amount per acre 
l8 determined? 

8. Can you apply for this program In conjunction with FIP? 

fl. Can loan payments he variable to correspond to perform timber stand Im- 
provements would it be better to receive $30 per year for 2-S yetira and $10 per 
year thereafter? Can there be a one time lump sum payment to defray the TSI 
work performed or a one time payment if funds are needed for college education, 
emei^enoy health needs, etc.? 

10. How is future market price determined so that principal and Interest 
obligations do not exceed 80 percent of future expected market value? 

IV. THOUGHTS FOB ALTERATIONS 

1. Funds (loan payments) need to be restricted in some manner, either on a 
Justification of need or to promote capital formation. 

2. Loans should carry certain specifications, i.e. If the owner veers from the 
mana^ment plan the Interest rate then jumps to a predetermined rate some- 
what over the existing government secorlty rate or be completely cancelled with 
loan payment due Immediately? 

3. Kxpand program to Include low Interest loans for purchase. This would pro- 
vide a tremendous Incentive to the flrst time purchaser or any purchaser for that 
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matter. By low interest loans I mean Gomettaing below the current govprnnient 
bond rate. The Interest rate should somewhdt correspond to the growth rate of 
the timber Itself. The reason for this thought Is that If the cost of capital or 
debt service exceeds the growth rate and assuming the landowner is never gf^xg 
to soil the property but pay for it by what it can produce, there will always be a 
negative net present value. From a strict financial viewpoint an investment in 
something with a negative net present value should never be made. This Inveat- 
ment can have a positive net present value If the growth rate exceeds the cost 
of capital. Keep In mind thnt the cost of capital in this Instance only Includes 
the rate of interest, and makes no allowance for risit of capital, a fair rate of 
return, or the Increased cash outlay from property tasea or other management 
expenses. See example below. 

60 ACRES OP TIUBEELANU PUBCHA8ED IIT 19T7 FOB *225 PER ACBE Oil tlS.SOO 

Present Value Calcniation 
Assumption* 

1. Landowner Is never going to sell property but pay for purchase through the 
growing of timber. 

2. Growth rate for 20 years at 7 percent. 

3. Stumpage value increased 6 percent compounded annually. 

4. IHaconnt rate equals only cost of capital — makes no allowance for financial 
risk, or a fair rate of return beyond cost of capital. 

o. Does cot consider cash outlays for ad valorem taxes or management fees. 

PRESENT VALUE ftT 10 PERCENT COST OF CAPITAL 

Cut) flow DlKouirt (all Pftml 

p«i aa» at 10 ptrunt Mm 

Numbnolynra: 

1 _ _ 'tn 0.803 t24.SD 



122.00 



225. <n 



7t.0D 



PRESENT VALUE AT 5 PERCENT COST OF CI 



' 820 .377'" 



PRESENT VALUE AT 7 PERCENT COST OF CAPITAL 



2ttl9 
20 

Pr«Mnt*lliM 
Cost p«r acre 
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lUa Un bas a BtroiiK and fiir-re«diliig Impact for Uie snttll landowner liy of- 
ferine him aometbiiig Uiat he bas never bad access to before, tbat bdng periodle 
oi annnal papnents In tbe form of a loan to be paid back wben the timb» Is 
harreated. Tbe advantages of the bill oatwd^ what few dlsadTantages there 
mli^t be. As a landowner wlio might be affected by this biQ, I feel that there are 
two tUnca that are eaaential besides the periodic payments to Insnre timber 
production on private non-indtiBtrlai lands. They are: (1) Low interest loana 
for the porcbase of tlmberlanda not exceeding 7 percent or projected growth rate ; 
(2) the continoation ot the "FIP" program. With all of the above mentioned I 
feel timbCT prodncUoa for wood prodacte wHI be eecnre for years to com& 

Mr. Anthony. The next witness is Mr. Paul Sullivan, from Camden, 
Ark. 

STATEUEHT OV FAITL SULUVAH, CAUDEK, ASX. 

Mr. Sttujtak. Mr. Chairman, distinguished ^Members of Congress 
and ladies and gentlemen, I am Paul Sullivan, a private businessman 
from Camden, Ark. My family and I have small timber acreage in 
Nevada and Hempstead Counties. 

In the early 1950's my brothers, my dad, and I decided to take advan- 
tage of the soil bank propram and started planting pine trees in place 
pf cotton, com, watermelons, and other crops. Some of you are very 
familiar with the soil bank program that paid on a per acre basis to 
discontinue farming acreage and plant pine trees. Some of the good 
trees that we have now are a result of that program. 
' We also purchased other open farmland and planted pine seedlings 
using the payments from the soil bank program. 

We have also taken advantage of the Federal incentives program, 
FIP, to plant thousands of trees and perform hardwood control to 
release existing pine timber. I really do not know the name of all the 
past programs; however, they were all designed to promote forest 
management and to increase the productivity of timber owned by small 
private landowners. 

May I say that without the current Federal incentives program, FIP, 
there would be very little tree planting or hardwood control on the part 
of small landowners. 

As I understand the proposed bill, H.E. 4718, the Forestrv Loan 
Act of 1979, 1 see some real good things in this act and overall it ap- 
pears to have some excellent and practical tones. 

The author of the bill surely reflects a close understanding of some 
of the problems nnd frustrations of timber landowners. This act. com- 
bined with the Federal incentives program, could really make things 
happen in "pine timber country." 

I agree that erratic profits and long waits between paydays from 
timber sales, definitely discourage investments to replenish timber- 
lands. Put simply, when we wait 5 to 10 years between selective cut- 
tings, it doesn't make much sense to reinvest that money into planting, 
hardwood control, and other management practices, even though that 
■would drastically improve the productivity of the timber. It is a shame, 
a pitiful waste, that so many acres of potentially excellent timberland 
remain unproductive or half productive for some of the specific reasons 
explained in the bill. 
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I have looked at a specific situation recently, one in my own family, 
■where approximately 1,000 acres of timberland would not, in my 
opinion, produce $10,000 a ^ear on a steady basis. Now these good 
foresters like Charles Hawkins and Ed Givens, they say "Yes, but 
just looir how much it's growing," But I can't keep fiom looking at 
the possibility of a sale of all our timberlands and trade these "future 
fortunes" for "steady profits" now. I can better understand a $500,000 
investment that pays me $50,000 a year interest, or whatever part of 
$50,000 that I choose to take for any 1 year. An added incentive is 
the tremendous savings of time and work, along with no risk of fire, 
ice, disease, and other hazards in my investment. 

Maybe I'm just the product of a new generation of thinking or 
something like that. But to me the future is now, this year. How much 
income can we count on each year or each month from our investment? 

A good management plan, a steady income to be repaid with future 
timber sales has merit. I would be forced to practice good management 
in order to repay the loan. 

If I were to participate in a loan under the Forestry Loan Act, these 
are some of the questions that I would ask : 

(11 What will happen to the long-term gains benefit in the future? 

(2) How will the interest on the loan be treated by the IRS ? 

(3) Some flexibility on repayment, 2 to 5 years, delay of payment 
period to (a) cover some misjudgment in growth of timber, (b) time 
flexibility as a hedge against a temporary depressed market situation. 

A deadline sale could produce a rush sale situation at below normal 
market sale prices. 

I enthusiastically support this bill and agree with the intent of the 
plan to produce more timber with better management and planning 
and also to give relief to the timber owner's cash flow situation. 

Thank you for this opportunity to express my personal opinions. 

Mr, Anthony. Thank you, Mr. Sullivan. You, too, are to be com- 
mended not only for your fine testimony, but for the fact that you 
have gone out and invested in timberlands and have made them pro- 
ductive and you are trying to be part of the solution to the problem, 
and not part of the problem itself. 

I take it from your testimony if a pilot program were located in 
Arkansas and in Ouachita County, you would consider participating 
in it? 

Mr. Sullivan. That is correct, 

Mr. Antiiont. If you did participate, what would he some of the 
purposes for the annual cash loan that you would want? What would 
you want to do with the money? Would you want to just use it for 
lorestiT only, or would you like to have some cash income ? 

Mr. StTLiJVAN. For both. It would only take part of the money that 
would be available, as I see it, if you say accepted a plan based on 
somewhere around the $20 to $25 to $30 an acre, something of this 
type. Probably in the first years you might want to use a larger share 
of this money to really go into doing a good job of managing thia 
acreage. There would m enough money there based on that formula to 
do an excellent job on the forests that we have. Probably 50 to 60 
percent of it needs a lot of improvement. This could be done with this 
capital. A lot of it could be done in the first 2 years. 
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Then after that, there would be a cash flow available there that yon 
could have cash in the bank, you could have money to use for whatever 
you needed it for. 

Mr. Anthony. Would it be a disincentive for you if the land itself 
■were also subject to a mortgage or a lien on the property? 

Mr. Sullivan. I don't think so. 

Mr. Anthont. To you as an individual ? 

Mr. Sullivan. No ; I don't think it would be a disadvantage. 

Mr. Anthont. What about having some provision that would waive 
principal and interest for the first 5 years ? Would that be an incentive ? 

Mr. ScLLivAN. I don't know for sure on that. I am not sure what 
yoii mean. 

Mr. Antiiont. I am talking about on repayment of the loan. 

In other words, the interest and the principal could be deferred for 
say 5 years ? 

Mr. Stjllivan. At the time that the note becomes due ? 

Mr. Anthont. Yes. 

Mr. Sdllivan. Yes; certainly. 

Mr. Anthony. How long a peiiod of time would you be willing to 
take I What about a 15-year loan, renewable every 5 years, up to 40 
years? 

Mr. Sullivan. That would be excellent. It would let you do what you 
really need to be doing with your timberland that you cant justify 
based on what we have now. 

Mr. Anthont. So long as the loan provisions in your personal 
opinion are flexible enou^ so that you can carry out the needed for- 
estry practices, and also have a little cash income over and above that, 
you feel like you could repay the loan from future productivity! 

Mr. Sullivan. Very easily, yes. 

Mr. Anthony. And you would be encouraged to go into a pilot 
program? 

Mr. Sullivan, Yes ; jyou could easily repay it, 5 years would be a 
good time for a flexibility period at the end of the note, because in the 
nature of timber, that is not very many years. You can misjudge easily 
by 5 years. 

Mr. Anthony. I thank you, Mr. Huckahy ? 

Mr. HucKABY. Thank you for your very good testimony. 

I appreciate it very much. I agree totally with what you are saying. 
It is all right to have this flexibility built into the program, because 
almost every individual's requirements for his stands of timber and 
his needs will differ. 

Hence, we hope to have considerable flexibility in the type of loans, 
the number of years, when they are due, this type of thing. 

It is also our intent that the entire structure should be reviewed 
every 5 years or so. I mean, what if we find out we are loaniim you 
more money than yon really need. The loan then could possibly be re- 
duced after 5 years, and instead of getting $40 an acre, it might be 
dropped to $20 or $30 an acre, or maym increased. Maybe the economics 
are such that, if you would really lilre $50 an acre, we can justify it for 
you, instead of the $20 an acre. 

We hope to build into the program this type of flexibility. 

Mr. SuLuvAN. That would be good. 

Mr. Hdckaby. Thank you very much for your testimony. 
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Mr. Anthony. Thank you, Mr. Sullivan, I appreciate the contribu- 
tion you have made to our hearings today. 
The next witness is Mr. Jim Francis of Little Kock. 

STATEMENT OF JIM FRANCIS, LITTLE BOCK, ARE. 

Mr. Francib. Mr. Chairman, Congressman Huckaby, ladies, and 
gentlemen : It apparently is customary to introduce one's self at the 
beginning of the testimony. My written testimony is in the form of a 
letter addressed to you, personally, Congressman Anthony, below my 
signature at the end, which is Jim Francis, "Timber Bairn," B-a-i-r-n, 
which I define as a small time, part time, weekend tree farmer of Scot- 
tish ancestry. And my MeFadden ancestors, the influence of my Mc- 
Fadden ancestors, would not permit me to borrow money on the 
assumption that I would have 8,000 to 10,000 board feet per acre on the 
site 35 years hence, at $300 per thousand. 

I hope my conservation is evident throughout the testimony. On 
July 23 and 24 I shall be in Atlanta, participating in the Southern 
Forest Landowners Forum, as one of a small number of private, non- 
industrial forest landowners from each of 13 Southern States, to dis- 
cuss means of increasing commercial timber and wood fiber production 
on the 59 percent of our Nation's commercial forest land held by this 
class of landowners. 

H.E. 47l8j the Forestry Loan Act of 1979, will undoubtedly be dis- 
cussed at this meeting and the other three regional forums following 
it. I welcome the opportunity to attend and testify at the July 21 bear- 
ing on this proposed legislation. 

If I may digress momentarily, only yesterday I received from Bill 
Powell, the retired executive vice president of the Ameriojin Forestry 
Association, who is the geneml chaimmn of these four forums, this 
stack of stuff. [Indicating.] I want to assure everyone this is not my 
testimony. And it contains exceptionally fine summations of many 
aspects of this subject. I am sure the information that develops in 
these forums will be available to the subcommittees. But I urge you to 
seek out this information and take advantage of what hopeml^ wUl 
come from it 

To provide perspective, let me say that I own slightly more than 600 
acres of forest land and comprising three tracts in Clark and Nevada 
Counties, Ark., which I purcnased parcel by parcel between 1961 and 
1976. 1 am 56 years old. My wife and I have two sons, ages 10 and 11, 
who I hope will eventually own these properties and manage them 
productively throughout their lifetimes. 

I earn our living as an agent for The Lincoln National Life Insurance 
Co., which I have represented in Arkansas for 28 years. 

Although I have sold nearly $80,000 worth of forest products since 
1961, $63^ of it in 1975-77, the net proceeds of these sales are far 
less than the sum of my capital expenditures and ordinary manage- 
ment expenses during this 18-year period. High level, if not intensive 
multiple use management has more than doubled the timber volume on 
these properties since their acquisition. In the areas from which pe- 
riodic, selective harvests have lieen made, I estimate present pine saw- 
timber volume to be in excess of 1*4 million board feet, Doyk kg 
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scale, primarily in the 8- to 16-iiich D.B.H. [diameter breast height] 
class. 

So, my tree farm balance sheet picture is favora,ble. It has to be to 
justify relatively high-risk investment over such a long holding period. 
But my net cash flow is still negative, as it usually is for many years 
if one has to finance the purchase of the land base as well as the cost 
of timber stand improvement and/or site preparation and planting. 

I support Congressman Huckaby's position as stated in the Con- 
gressional Record for July 10, 1979, to the effect that this is no time 
for new and costly Federal programs. H.R. 4718 obviously is not a Fed- 
eral give away program, but is a loan program with the objective of 
producing commercial forest products on woodlands which are now 
unproductive, or producing at a small fraction of their potential. 
Recent history shows that m the absence of adequate, positive, even 
aggressive programs, this land will almost certainty remain im- 
produetive. 

We, as a Nation, are not about to run out of wood. A few years ago 
we were not about to run out of oil, and we still aren't. But increasing 
demand and extranational factors have created an oil crisis, I am pre- 
paring this statement s few days after President Carter's message de- 
claring that we must finally "bite the energy bulletj" perhaps for 10 
or 15 years, while alternative energy sources are being developed. 

Fortunately, our forest resource is renewable. But renewal seems 10 
percent dependent upon management. 

Digressing again, as I rode down with State forester Bill Gresham, 
I learned I had exaggerated. He estimates 20 percent and 80 percent. 

The predicted increase in demand for wood and wood fiber from 
the ever-shrinking commercial forest land base indicates a serious 
shortfall if -not a crisis by the year 2020, unless the private, nonindus- 
trial forest lands become more productive. 

Perhaps a synthetic fuel or coal gasification plant can be a produc- 
ing reality in 15 years, but it still takes some 30 to 40 years to grow 
a southern pine sawlog of reasonable size. If the 2020 predictions are 
reasonably accurate, whatever it takes now to prevent a shortfall of 
wood then may be a tremendous bargain, compared to acting after the 
fact 40 years from now. 

I wonder what presently friendly nations might imito to form an 
OPEC for wood in the year 2020 ! 

I believe that H.E. 4718 can be one of the essential elements of a 
program to bring more of the private, nonindustrial forest land into 
production at or near its potential. I believe the other essential ele- 
ments are: (1) tax incentives. Federal and State income, Federal 
estate, and local ad valorem; (2) technical forest management assist- 
ance and supervision by competent professionals who are trained to 
"sell the sizzle," and will do only and always what is brat for the 
landowner, which is usually what is best for the forest; and (3) effec- 
tive communication of the importance of such a program to all Ameri- 
cans, as well as to the private, nonindustnal forest landowner. 
Television is probably the most effective medium for doing this, and 
E.T.V. could do worse than to present this message. The .&riculture 
Extension Service, in cooperation with other agencies and me private 
sector within the forest community could probably be very effective 
in this capacity. 
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The much-conrted, oft-maligned, elusive and perhaps illusive typi- 
cal private nonindustrial forest landowner is no single type. He is 
scattered across a broad spectrum of individuals, and what motivates 
him at one end of the spectrum may be "dullsville" for him at the 
other end. Assuming the ultimate purpose of H.K. 4718 is to bring 
more forest land into a high level of production, and is not to provide 
welfare payments or effect a redistribution of wealth, it should make 
financing available to persons who will initiate and maintain sound 
forest management practices on lands needing them. 

For the more affluent and sophisticated investor, capital is probably 
available from existing sources, and he may well have adequate income 
for debt service. Income and estate tas considerations may be far more 
significant to him than periodic borrowing and deferral of interest 
payments. An investment in forest land, to be managed for commer- 
cial timber production, must be competitive with other forms of invest- 
ment available to him. 

At the other extreme is the low income, or superconservative, mod- 
erate income owner of modest acreage, who can't or won't risk anything 
to produce a timber crop 20 to 40 years hence, which could be wiped 
out by wildfire, a tornado, an ice storm, oi' an infestation of southern 
pine beetles. He wants his kids to own the land some day, and he 
may think — incorrectly — that he can't have squirrels, and deer and 
wild turkeys and songbirds, and produce a commercial timber crop 
too. Long-term leases may offer sucn landowners some current income, 
with the assurance that the land will eventually go to their heirs in 
excellent condition, and with no risk to them during the interim. For 
one who needs income desperately, this may be an alternative to sell- 
ing the land. But others simply won't commit themselves to any such 
long-term relinquishment of control of their land. Financing a pro- 
gram of forest management under the provisions of H.R. 4718 might 
be an acceptable alternative, especially as the increasing costs of living, 
rising ad valorem taxes, and other demands for more current income 
assail them. 

I fall within a class of landowner between these two extremes. I 
manage pretty well the forest land I now own, and wish I could own 
more. I earn a good living from my occupation, although I have not 
been an effective enough salesman to keep up with inflation in recent 
years. I have additional income from timber sales occasionally, but 
irregularly. 

I obtained a Federal land bank loan in 1966 to finance the purchase 
of my second timber tract, and increased this loan 100 percent in 1976, 
at a higher interest rate, to finance my most recent purchase, 60 acres 
contiguous to a parcel previously acquired in Navada County. This 
60 acres is typical of much privately owned forest land in south 
Arkansas. Under the former ownership, timber was cut and sold as 
pulpwood as rapidly as it reached merchantable size. This Coastal 
Plain pine site had become a wasteland of hardwood brush and scrub 
with a few larger hardwood trees of low grade. 

I paid $14,000 for this property at public auction, and spent some 
$5,523 for chemical site preparation, pine seedlings, and planting. A 
drought in the first growing season killed most of the 31,000 planted 
seedlings, so the area had to be replanted the following year. Fortu- 
nately FH* cost-sharing was available to offset some of these capital 
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expenditures. I belabor you with this chronolo^ because I believe it 
exemplifies much of the problem, but potentially productive land 
within the private, nonindustrial ownership. 

May I digress momentarily and say I am still awaiting some of these 
cost shares and I hope to goodness they don't get here before October 1. 
It has been so ridiculous for cost shares directed at accomplishing 
something our Nation supposedly needs and from which it will benefit 
used to offset a nondeductible capital expenditure had to be reported 
as ordinary income. I congratulate and extend my appreciation to the 
Congress for recognizing this and acting to remove uiese from report- 
&ble income. For me there is no prospect of timber revenue from this 
property for at least 15 to 20 years, and then only an initial pulpwood 
thinning at best. Significant returns, assuming nothing bad happens 
(and bad things can happen), are 30 years or more into the future, 
most likely beyond my lifetime. 

The debt service on my present loan is all I can comfortably and 
confidently handle above the cost of living from my current income. 
Several years ago I declined an opportunity to purchase 500 acres at 
what today seems an incredibly low price, in view of subsequent trends 
in land values. What goes up can come down. Although in need of 
management, this property had a considerable volume of merchant- 
able timber on it, and could have begun to help paying for itself within 
several years after purchase. But I was unwilling to borrow $75,000; 
T V-now i really couldn't afford to do so. 

Today I know of RO acrns of timberland which may be offered to me 
privately. It has substantial sawfimber volume, although it has not 
been very well manajred. This is a more attractive purchase for me than 
a "start from scratch" proposition, because it can produce some revenue 
beginning several years from now, and I should be able to see tre- 
mendous management results within my lifetime. It can probably be 
purchased with installment payments for 5 years. 

As I understand H.It. 4718, it could well be the difference between 
my being able to finance this purchase or having to pass it up. So for 
very personal reasons, I endorse and support this legislation. I think 
it's good for forestry. 

If I may add to this, I believe I hear Congressman Huckaby saying 
something that was not evident to me in what I read, in that the bill 
was in no way designed to make available financing for the purchase of 
additional land. 

If that is correct, then it would not he so helpful to me. I have man- 
aged, one way or another, to apply the necessary treatments to most 
of my land to increase and improve production. But this type of financ- 
ing, with what I can obtain from these lands at the stage to which they 
have now been developed, might enable me to add somewhat, and in- 
creiise production on the type of land T would buy. 

Thank you, gentlemen, for the privilege of presenting this testimony. 

Mr. Antitont. Thank you, Mr. Francis. 

Although it may not be aimed toward trying to purchase land with 
the borrowed money and keep that cycle up, if there were a pilot pro- 
gram in your area, do you think you would participate ? 

Mr. Francis. Well, if the funds were available to me in whatever 
way I wished to use them. This is the purpose for which I would use 
them, with the objective to add to my modest holdinsra and to bring 
such land as I might acquire into a much higher level of production. 



dbyGoogle 



249 

Mr, Anthont. Do you think a program liks this could be dovetailed 
with jour own personal loan at a private institution, that is, you borrow 
the money to buy the land, you tnen become cash now poor, so all you 
can do is carry tne debt andyou don't really have any money left over 
to do any forestry work on the tract, yet with this program over and 
above the FIP program, do you think that would provide you with 
the necessary incentives to go borrow money against a future pay- 
ment to get the tract up to the necessary forestry management level 
that you would like to have ? 

Mr. Francis. Very definitely. I could borrow substantially more 
than I could carry readily on the collateral provided by the land I 
already have, if I could borrow under the proposed legislation, putting 
up as collateral both present — for me, this would be most attractive for 
lands that are at least partially stocked. 

I would be very nervous aWut borrowing very much on a crop 35 
or 40 years hence. I have enough experience to know what would 
happen 10 or 15 years hence, if I have some stock with which to begin. 
If I could borrow periodically, and of course if these withdrawals were 
not simply capital loans. It is a dead dodo from the start if it is either 
capital gain or ordinary income ; forget it. But I could borrow enough 
to service the debt on my other property, where my other property 

Provided the collateral from time to time, my present timber will pro- 
uce periodic income, which if I can make a living in the life insurance 
business, will give me some disposable dollars to maybe repay some 
principal or some interest. 

Mr. Whipple and Mr. Sullivan both asked some of my questions. 
I had inferred that all principal and interest payments were deferred, 
as I read the Congressional Record, that one could take or not take 
principal withdrawals from year to year. 

One question would be if you passed 2 or 3 years, are they available 
on a cumulative basis 2 or 3 years worth down the line t 

I inferred that one could at any time repay in whole or in part the 
principal, and hopefully the interest, although that may be wishful 
thinking, and yet I will come back to what I said about anything that 
achieves this end, even if it steals revenue belonging to our Treasury 
Department, may be a bargain in the long run. 

So I think it would be very helpful to me. I certainly think it could 
be helpful to that lower end of the financial spectrum, an owner of 
land, who has little on it, but who owes nothing on it, I think there 
the problem is education, communications. 

I might say that as a member of the Forest Promotion and Com- 
munications Committee of the Arkansas Forestry Association, I am 
chairman of a subcommittee working in cooperation with the exten- 
sion service, the ASCS, national forest, the forest industry, the for- 
estry consultants, the Arkansas Game and Fish Commission, and I 
may have missed several others, to sponsor a small landowner forum 
in November of this year — this happens to be on my property in Clark 
County — and the amateurs are gomg to run it with the help of the 
professionals. Everybody involved is charged with bringing some 
typical nonmanaging private nonindustrial forest landowners to show 
them some things which they may not have known, to give them in- 
formation which may act as an incentive for them to institute manage- 
ment practices. 
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There are a lot of good people involved in this. I certainly am very 
interested in what comes out of it. It is a little different approach. 
The extension service is very much involved. I think communications 
and education are much of the problem for this landowner, as well as 
financing. I think this TV thing — I am in the life insurance business, 
and nobody wants to buy any life insurance, but everybody wants the 
things it provides. 

Mr. Anthony. I was glad to see you bring that point out very force- 
fully in your testimony. I think it has become abundantly clear that 
although you may have a program, unless you can educate the people 
to the need for the program and encourage them to go and use the pro- 
gram, then it's going to be an underutilized program. 

I think that is exactly the history of our forest loan programs in 
the past. I think it may be one reason why we haven't had any forestry 
loan programs since 1970. 

Mr, Francis. Mr, Chairman, I brought one copy of a couple of 
things which I will leave, if you care to have them. These are two 
surveys which you may be familiar with, surveys of small landowners 
and the categories into which they fall, one from the Southern Forest 
Institute, and one from the tree farm program. 

I also include a summary of very rough notes on this program we 
are planning in Arkansas in November. 

Mr. Anthony. Thank you, I will review them. 

Mr. HucKABT, Thank you, Mr. Chairman. 

Mr, Francis, thank you for your testimony, I want to commend you 
for being an outstjmdinjrr American, and of the stewardship I detected 
you feci for your lands throughout your life. I wish there were more 
people like you. 

Jnst briefly, to answer a couple of your questions, the prosnwm is 
designed to permit the loan to be prepaid at any time an individual 
wishes. I think you might have misunderstood the point that I was 
trying to make cnrlier about using the proceeds to buy additional land. 

Certainly in my opinion— and it would be mv intent — that someone 
in your position, with sound established stands of timber, would be 
abli" to borrow enough, because of the eqnitv that yon have in this 
timber, to turn around and purchase nn additional stand of timber 
to make it more productive. That is fine. That is great. 

The program is designed that way, we want to do that. 

My point was tJiat there are limitations within the program so that 
ft person cannot start out from scratch, become highly indebted with 
no investment of his own, get these cash flows and continually turn 
them over and acouire ,'5,000 acres of additional land. This was some 
of the early criticism directed at this proernm. If you put a pencil to 
it, the economics are there where that cannot be done. 

But what you are suggesting. I think the program would want to 
encourage your participation in that manner. 

Thank yon. That is all I have. 

Mr. Francis. Thank vou. 

Mr. ANTHOTrr. I would also like to echo the comments of Mr. Hucfc- 
abv. Of course I have known yon for a long time, and von and I have 
iointlv participated in manv forestry programs to try to encourage 
exactly what this bill is aimed at. 
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I am only sorry that the subcomniittees did not have the benefit of 
your slide show. I think the photographs that you have taken over ai 
period of time really do tell the story. The old adage that a photo- 
graph is worth a thousand words is very true, because it is a very 
classic illustration of what good forestry management can do wheoi 
you take an old scrubby piece of property and 18 years later have it 
looking like a picnic area. I know you use it for picnics, too. I con- 
gratulate you and welcome your thoughts and help to the subcom- 
mittees at any time. 

Mr. Fkancis. Thank you, Mr. Chairman. I am sure all involved in 
our November 29 project would welcome a visit from anyone on the 
committee or their representatives. 

Mr. Anthony. The next witness is Mr, Rood. Mr. Francis was our 
final witness that had contacted the committee ahead of time. Mr. 
Eood is the first of the witnesses who have indicated that they have 
a desire to testify. 

I would again tell you that if there is anybody left in the audience 
that has not testified and would care to do so, we would be willing to- 
entertain your testimony up to a certain point this afternoon. 

You may proceed, Mr. Rood. 

STATEHEITT OF ROY £. EOOD, £1 DORADO, ARK. 

Mi*. Kood. Mr, Chairman, Congressman Huckaby, ladies and gentle- 
men: I need two pieces of information before I continue. Does this bill 
say specifically that the interest rate will be at the current rate? 

Mr. Anthony. Plus 1 percent. 

Mr. HtrcKABT. Plus no more than 1 percent 

Mr. Eoon. OK. Does this bill also say that there will be a tax in- 
crease at the time this bill goes into effect, to offset any costs incurred 
by the Government in the program, whether it be 10 cents or $5 S 

Mr. Anthony. It doea not 

Mr, KooD. It does not, OK. When I wrote this up, I assumed fhat 

5'Ou would be presenting low-interest loans to people, and I want to- 
eave it that way, and I will say that I am not attacking you, but I 
want to leave it that the bill will come out in the end withlow-interest 
rates, because I do not believe the people in Washington will loan 
money to Russia at 5 or 6 percent and Uien turn their backs on these- 
people and charge them 10 percent. 

So I want to leave my record that way. 

As I understand H,K. 4718, it is a pilot program to empower th& 
Federal Government to make long-term, low-interest loans to indi- 
viduals for the development of foreS; land. 

According to the experts, the No, 1 problem in AmericA today is 
either energy or inflation, depending on the current headlines. I be- 
lieve that neither of these is No. 1. but let's assume that inflation is- 
No. 1. Every Conjrressman is declaring war on inflation, but many are 
coming up with bills such as H.R, 4718. We all know that the Federal' 
Government has no extra money to spend on this hill. As far as I know, 
the bill does not include plans for the Government to borrow t^e money 
or increase our taxes to pay for the bill. I predict that the Government 
will therefore print the money to pay for the bill, and thereby decrease' 
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thp vahie of all of our dollars, which, nccording to testimony presented 
hpro today, will Ih> a "small"' amount. 

Tlni!*. to ho a^inpt inflation and support this bill is, in my opioion, 
pontradiotory. unless oup propospd to borrow the money or tax the 
]»or»iliuv for it. 

irowpvpr. I would like to oppose the bill on two more fundamental 
bases: (1> Tlie freedom of the indi\-idua! to irive money to the charity 
of his ehoieo. and (2) an appeal to the further existence of the free- 
enterpris4» system. 

First, T appeal for the ripht to direct my eharity-srivinp to the one 
of my eboiee, I believe in eharity and the freedom to give. This hill 
allows the Government to take my money and distribute it at a low 
interest rate — which by the way costs money — to timber growors. Is it a 
(•orn-ot fimotion of Oovemment to eive advantajres to any one efroap? 
\o. Mosit of us K'Heve in supportinc the Army and Navy hecanse all 
of us in this room are reapinp the advantage by the freedom to sit here. 
Tf this bill passes, one group of people, the timber growers, will be 
advaiL-ure*!. 

>rany of the peonle in El Dorado believe that it is immoral to take 
our tax morev and bnv fixxl stamps and irive them to people who dont 
work. AMiv i Because only one jjroup i? bein? benefitted, not the whole. 

Tlus bill proposes the same idea, albeit on a quote "small scale" 

Se«"ond. no matter how much we mav esponse free enterprise. H.B. 
471^! Hie* in the face of it. Free enterprise, as we all know, inclades the 
opportunitT to enpare in business without strircs attached and without 
InMvmniont i-ompetition. When an efficient timber cmwt^ has wiselv 
in\-e?t<»d hi? oapiral. r;o nianer how small, and manaeed hi«! land, it is 
against fn'^ enterpri-v for the Oovemment to steo in and "nTe low- 
int-erest loarrs to anybo«fy. including people who have no ability in 
'.»»»• asrefr;eT't. 

Kl T^^rs '■■• can •rirp yoii exar^ples of ?uch fnolishn?™ nsinff money 
■^"i i'.p by ?FA. It is ftirainst free er>terT»r:?e for the Gov?rnment to 
\ytri !r«.«'.?v ro private inveaoTS. thet^by cntrinff ont the private hank- 
ers. wh'X -T ^ said, cannot lewn for 'ong peri^x^s of time. It is aeainst 
frw enterrr^se tor the Govemirent to snve ^oan? to the timber people 
at ^ or 7 TVT-^er.t, whiV Wr.itt ?*eT>hi'r« has to t»sy P to V> n?rcent for 
""Ks. It ^ •■ra'.~sE frs* er-terpr:?? ■5:>r 'he Fet^er*^ GoverT*j??^!t to nrovide 
-■at'-.ta' :,' ti— .V^r ctv"»tts tvIv.'? 0.ar;*e Murpby has to pr'i'vide his 

r.r; -t? sapport 
5 •-: t'-.e tae-tse 
, V ~y (pinion. 
vvr.Tr«,-;."v''7y. 

I V-.^-v :"i^ y.'L ; r--c"f=i tixiav s » '*.'i ■>: fs;:h :Im: O^ will 
^T-r'y :>■? —'.yMy w« ijai :o lire. P::: !-e«v-:r.s: tl-.ec'o^y c": of iL tha 
"~ijCttK r~">"-?~ :>isf iwrr^? :o rv th-; v-t^- >-.""< l;V^ :>• -^■> we are 

vsx-'-ir.-. : >:.'.T rr*- re li.?.: if I ,-ar,r,x r:",-v:.li Tr.y >t.~ '."-ja;, the 
*X'~:rr.--';" : siSrc'i io srir^cii".; tc* ^if"i» r>f, vV. ss i: rvlst;* a> this 
>"ar'-^ t.-»""iy, ■.■: I :ir.TjX tt-.-t:-,^ ;>>* .-si-iTa" -■s^t-^-^ :-- i^r in the 
t.v^SrT "-'.>ir.e«. I x.'^JC izin^ isi :Jw Fi\xr»Z ».^-,''v;rr,rKr.T :.- -io it for 
"':. ,> j -.T t'vi-r:V t'ii: Ni^r Y.-srsC-y sa;;,i ;c V.'s^v-r^x-c:. »nd of 



dbyGoogle 



Mr. James Wliite tostliied tixaX, the timber business wasaa close to 
free enterprise as you can get. After listening to Paul SuHiraii, I have 
changed my mind about that. We all know what happened when the 
Foderal Government ^t into the natural gas business in 1956. The 
market was not allowea to operate, production decreased, people were 
lulled into thinking natural gas was cheap, and thus the gas shortage 
in 1974. We all know what happened when the Government got into 
the crude oil bu8ine>ss. E] Dorado owners were getting $5 per barrel 
while the Arabs were getting $12 per barrel for theirs. 

I would not like to see this type of insanity introduced in the timber 
business. Years ago they held these same type of hearings before the 
Government got mto oil, agriculture, interstate commerce, et cetera. 
The arguments were the same. The small grower cannot provide the 
capital needed to compete against the big mdustries, there will be an 
energy crisis in 30 years, the private resources cannot do the job and 
so on. 

I plead with you to let the free market remain in the timber industry. 
Lot me be ridiculous. When the free market reigns and timber getK Ui 
STiO per board foot, capital will be provided. When timber gets to $r>0 
a foot, the little man wil be able to compete with the big man. 

Potlatch presented data to you this morning to show that they are 
already loaning timl)er growers money on the future yield. The free 
enterprise system will do what is necessary to get the job done. 

In short, let the Government stay out of the timber business. There 
will be no fiber shortage. When timber gets to $50 per board foot, the 
free market, including the Anthonys, the Whites, International Paper 
and all will see to it that there are enough trees, and they can do it 
without Government help. 

We are now biting the bullet at the gas pump for the mistakes of 
our previous representatives who got the Government into the busi- 
ness. This bill, I predict, will force our children to bite the bullet, 
possibly in the lumfcer industry. Thank you. 

Mr. Anthony. Thank you, Mr. Bood, for your testimony and the 
message that you give to the subconunittees is a message that does 
not fall upon deaf ears. 

Mr. KooD. Thank you. 

Mr. Anthony. Although many of your comments extend consider- 
ably past the bounds of H.R. 4718, you do speak of very important 
political and social issues tiiat are ^ing on in the country. And there 
are very important decisions that have to be made. 

I know that my following comments will not change your opinion 
about this bill, nor will it change your outlook on the free enterprise 
and governmental situation, but I would like to at least give you some 
of the history and some of the comments that we have received that 
encourages us to move forward with this piece of legislation. 

A spokesman for the National Association of Home Builders, Mr. 
Vondal GravJee, set forth in his testimony a fact that I personally like, 
because it is something that I have been saying for a long time myself ^ 
and I quote him : 

There Is a Htrlktn!; and uncomfortable parallel between our reliance on foreign 
oil supplies for energy and onr Increasing dependence on foreign timber for 
bonslng. With the demand for botudng expected to Increase In the neit decade. 
It Is Ukely we will become even more dependent on Imports, nnlesB we Increaae 
domestic production. 
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He is -setting forth the problem, the problem that the Fot«str7 Loan 
Act of 1979 woald like to address. 
He also goes further to say : 

Th« price index for the years 1076 tbroo^ 1978 for softwood Ininber lus ilaai 
almost 55 percent. That was an increase of approximatelr 13,000 to tb« coat at 
a roedinm-pMced new home, and in Hay iSftO tbe median aklei price of a nnr 
liome bas reached appro xlmatelj $62,90a 

And he says that lumber and wood prodacts are the piinuuy bmld- 
ing materials in new home constructiiHi, making up 15 percent of the 
purchase price of a new home, and that 90 percent of the wood nsed 
in new homes comes from softwood sawtimber, the type of timber we 
are basically talkine about in the South. The EPA tfraft assessment 
points to the need bti strong forestry management in the Sonth. 

The Tast majority of softwood Inventory In tbe Sontb Is a resolt of material 
r^lmentatlon of abandoned farmland or bnmed acres. These Inventories can 
not be maintained or greatly expanded nnless a more active softwood manage- 
ment program is pursued than Is cranmon today. 

Then Mr. Philip Thornton, speaking for the Forest Service, U.S. 
Department of Agriculture, says : 

Hie Department has recently examined the need for credit for forest land- 
owners. Our report made to tbe President in response to bis 1977 enviro nment a l 
message to Congress cited the lack of experience in administering a iMig-term 
forestry program and the need for Information on landowner interest and 
response. 

It concludes that "Further study is needed and that H.K. 471 could 
provide the means f o gain the needed knowledge." 

So what we are talking about here is, No. 1, asking yourself is it an 
appropriate function of the Government to provide, in whatever way 
thev best can, adequate housing for as many Americans as we can 
make available. 

I dont know how you feel about that. But I personally think it is a 
good stated goal for our Grovemment to be involved in. 

Mr. KooD. The question is if timber gets to be too high, will people 
start building out of concrete, adobe, for instance. 

Mr. Antiiont. I understand. They may go to grass huts. But with 
that background, and realizing that we do not have the proper data, 
the approach was for a pilot project, 5-year in nature, trying to utilize 
the private enterprise and I think basically that is what it aoes. 

Mr. KooD. Did you say private enterprise t 

Mr. Anthont. Yes. 

Mr. Rood. Arent the 30 to 40-year loans going to be given out by 
the Federal Government ? 

Mr. Anthony. They would be guaranteed but they would be pro- 
vided by private financial institutions. 

Mr. Rood. But they are guaranteed by the GrOvemment! 

Mr. Anthont. They would be guaranteed, which would be the trig- 
gering mechanism to encourage the private sector to get into this. 

Obviously during that period of time there will be some defaults, 
as there are defaults in the private sector now. To that extent we are 
subsidizing them in that we pay for those services becauae private 
enterprise has to be profitable. 

So m the final analysis, we pay for it one way or the other, whether 
it is free enterprise or Gfovemment operated. 
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Mr. Bow. I dout mind the private industty pacing for it. 

Mr. Akthont. I understand. What I am saymf is in the final 
analysis tite consumers are the ones that pay for it. But I appreciate 
your comments. I think it is always very beneficial and very helpful 
for Uie ot^er side to be exposed in any public hearing, because there 
is always another side and another viewpoint that needs to be con- 
sidered and you are to be commended for being willing to come 
forward. 

Far too many times there is too much public apathy Mid we dont 
have the type of public participation we need. 

I appreciate the letters you send to my office, and I will continue to 
try to send you hack thougnt-provoking answers. 

Mr. KooD. You do. 

Mr. Anthony, Mr. Huckaby. 

Mr, Huckaby. Thank you, Mr. Chairman. Mr. Bood, do you own any 
land? 

Mr. KooD. I own land in the city, which has apartments on it. 

Mr. Huckaby, You do not own any timberland i 

Mr. KooD. I do not. But I don't want you 

ilr. Huckaby. Do you own your own home? 

Mr. Rood. Yes, sir. 

Mr. Huckaby. May I ask you a personal question ? Is it financed ? Do 
you liave a FHA, a VA, or a conventional loan ? 

Mr. Rood. I believe it is a VA or FHA, I don't know, from the orig- 
inal owner. It was a loan that was on the property when I got it. 

Mr. Huckaby, Either VA or FHA? 

Jfr. Rood. Possibly. 

Mr. Htjckabt. Basically a VA or FHA loan is 99 percent private 
enterprise, and the Government guarantees that loan. They don't even 
guarantee all of it, they guarantee a portion of it. 

Let me tell you how this program is going to work. An individual 
here in Arkansas desires to participate, he is going to go to the local 
ASCS office, that will be the front line contact. It is going to be entirely 
voluntary, that he even expresses interest in the program. He says "I 
would like to plant pine trees," or "I would like to improve my stend," 
whatever the circumstances are, "but I really cant afford it, my eco- 
nomics are such that I don't have the income. I have this land out there, 
it could be producing more, and I know it should be producing more, 
but I can't afford the investment to do it, I wont get any income in 
my lifetime off of it." 

So they send him to the State forester to come up with a plan of what 
is best for his land, and how much this land can produce if this plan is 
carried out in terms of volume of timber and what it is worth in today's 
dollars. He is then going to go to the local banker and the local banker 
will look at his loan, look at the management plan, and I don't know 
what the interest rates are today that the local bank charges, maybe 
it is 11. 1114, or 12 

Mr. Anthony. We have usury laws here. 

Mr. Huchaby. Ten percent then, but whatever it is he is charging, 
he is goina: to charge that man that amount of interest on that loan. 

Po far. it is totellv a private enterprise exchange. The Government 
hflsnt done a thing. But the hanks have said we are hot in the business 
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of makiiu; these 40-yeax loans, with the risks out there of -fire, ice 
storms, what-not So we have got to have some kind of coUatentL 

So the man has to put up his timber as collateral. He will have to 
take out insurance. The individual is going to have to pay the insurance 
himself out of his pocket. He can use the loan proceeds to pay part of 
the insurant) if he wants to. The Government is j uat going to guarantee 
90 percent of that loan. 

Now how is the Government going to be oiit any money? Say a fire 
wipes him out. The insurance company will pay that and that insur- 
ance is going to be sold by a private independent agent here in 
El Dorado, Ark. to the man. The Government is not going to be selling 
insurance. 

There are not many ways the Government can lose. So basically 
what we are trying to offer for the forestry industrj' is the same thing 
you have on the other end in the housing industry today, a Government 
guarantee in case of a default. 

In addition to that, we have built into this program up to an addi- 
tional 1 percentage point of interest which is going fo flow back to the 
Government to cover our overhead, so there is not going to bo any 
subsidy in this program whatsoever. 

Our ultimate aim is that private enterprise can take it over totallj'. 
They are not a:ble to do it today. The capital is there to be invested, but 
no company exists to package the loans. The big investment bankers in 
New York have the money to make loans, but they don't have the 
mechanisms set up to package the loans. 

Mr. Rood. iTerry, I hope yon are right. Do you know what the 
percentage default is in Arkansas on student loans? It is very high. 

Second, if this bill were to pass, I have a lot to gain. I have a pei-son 
in the family who has been begging me tn buy timberland in their area 
that is undeveloped. I would be the one to profit from it, 

Mr. HucKABT, The bank has collateral, will have collateral. They 
have got the timber. 

Mr. Roon. I would be the firet to profit from the thing. I could make 
a killing. But I am saying it is not right for the Federal Grovornment 
to subsidize me to go out 8 miles from town and buy a piece of ground 
and get Federal money to make a forest, when there are guys all 
around there who have been working their hearts for years on it. 

Mr. HucKABT. Where is the Federal money coming from * 

Mr. Rood. The 90 percent guarantee, 

Mr. HrrCKABT. The money is coming from the local people that have 
their money deposited in the bank earning 6. 7, 8, or 9 percent on CD's. 
So that is what the private enterprise system does, 

Mr. Rood, Let's say there will be Government costs in the program, 
defaults and other c(wts, right? 

Mr. HucKABT. The only Government costs will be in writing the 
regulations, and the States will bear the cost of their foresters working 
with the plan, 

Mr. Rood. I disagree with you. 

Mr. HucKABT. I know. 

Mr. Anthont. Again, I thank you for coming forward and sharing 
your views with us on this piece of legislation. 

Mr. Bocw^ Thank you. 
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Mr. Anthony. I would also like to thank the audience for coming 
and participating, and again my thanks to tlie witnesses for presenting 
their vieire. ^^ 

Is there anyone else who would like to be heard ? 

[No response.] 

Mr. Anthont. If not, the joint subcommittees stand adjourned. 

I Whereupon, at 4 p.m. the hearing was adjourned.] 

o 
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